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w November 8, 2001

TO: A/Adminigrator
FROM: W/Inspector General

SUBJECT: INFORMATION: Audit of Restructuring of the International Space Station
Contract
Report Number 1G-02-002

The NASA Office of Inspector Generd has completed an audit of the Restructuring of the
Internationd Space Station (1SS) Contract. We found that NASA did not sufficiently jugtify the
restructuring of the ISS contract. Specificaly, Johnson Space Center (Johnson) settled The Boeing
Company’s (Boeing's) requests for equitable adjustments' (RFEA’s) and other potentid clams
without performing a sufficient analyss to show that Boeing's proposed costs were fair and
reasonable. Also, Johnson did not adequately support the judtification it prepared for waiving the
Federd Acquisition Regulation (FAR) requirement for the contractor to submit certified cost or
pricing data®> Asaresult, NASA haslittle assurance that Boeing did not overgtate the vaue of
RFEA’s and potentia claims totaing $404 million. In addition, the NASA Office of Procurement
did not exercise adequate oversght of the restructuring, even though this was one of the most
ggnificant noncompetitive avards in fiscd year (FY) 2000. Asaresult, the Office of Procurement
did not know that Johnson had not performed cost or price analyses of the RFEA's.

Also, Johnson ingppropriately modified the fee sructure of the ISS contract by diminating the
Agency's option to recoup provisona fees paid to Boeing if the contractor's technical and cost
performanceis ultimately unsatisfactory. Asaresult, NASA could pay Boeing as much as

$69.4 million in fees’ even if the Agency's find evauation of the contractor's onrorbit performanceis
unsatisfactory.

'A request for equitable adjustment occurs when the Government’ s conduct resultsin a change to the contract as aleged by
the contractor, causing an increase or decrease in the contractor's cogt of, or the time required for, performance of any part of
the work under the contract.

FAR 15.401 defines cost or pricing dataas dl facts that, as of the date of price agreement, prudent buyers and sdlerswould
reasonably expect to affect price negotiaions significantly. Cost or pricing dataare factud, not judgmenta, and are
verifigble

*Thefee pool was $69.4 million as of October 19, 2001, but the pool will increase as NASA definitizes work on the
contract.



Background

In December 1999, Johnson and Boeing restructured the ISS contract. The purpose of this
restructuring was to definitize a global settlement on 38 RFEA issues and other potentid claims
valued a more than $404 million, change the contract type, and address other contract actions.
Johnson claimed these changes would facilitate and provide an incentive for efficient, high qudity
performance for the remaining work under the contract.

This restructuring aso created two new award fee pools and a base fee pool relative to on-ground
contract changes definitized or authorized after October 1, 1999. The fee pools relate to technical
performance, cost performance, and base fee. Unlike the on-ground award fee pool for the origina
contract, the new pools are not subject to repayment provisons*

Recommendations

We recommended that Johnson perform an adequate price andlysis and properly support
judtifications for waivers on future modifications of the ISS contract and that the Office of
Procurement perform adequate oversight of major procurement actions for the ISS contract. These
actions would ensure that NASA has a sound basis for negotiating as much as $330 million of future
cdamsby Boeing and that NASA follows procurement regulations for major procurement actions.
We aso recommended that Johnson ensure that the fee pools for the ISS contract are measurable
and conggtent with Agency criteriaor obtain awaiver for not doing so. This action would ensure
that Johnson does not violate procurement regulations by paying Boeing as much as $69.4 millionin
feesfor cogt performance that cannot be measured and for unsatisfactory technica performance on
orhit.

M anagement’s Response

Although we provided Johnson with aworking copy of the draft report in May, Johnson decided
not to discussit with us. Also, Johnson did not respond to our offer to discuss the draft report after
we issued it in August. Johnson last met with us to discuss our findingsin March. Nonetheless, we
believe we have fairly presented Johnson's positionsin this report and have modified the report
where appropriate.

Johnson did not concur with the recommendations.  Johnson stated it followed gpplicable
regulations and policies during the restructuring activity. Johnson also stated thet the

* The original contract fee provisionsincluded a negative performance incentive in the on-orbit performance evauation
whereby apoor on-orhit performance could cause arepayment of any on-ground award fee provisionaly earned by Boeing.



revisons to the fee structure did not give up exigting rights with regard to on-orbit performance.
The only thing the restructuring did was limit the maximum possible fee loss, due to on-orbit
performance, to $202 million.

In contrast to Johnson, the Office of Procurement concurred with the recommendation. While
acknowledging that more rigorous adherence to the established Master Buy Plan procedures would
have been appropriate in managing changes to the 1SS program, the Office of Procurement
maintained that sufficient ingght into those changes was afforded by the ongoing communications
between the Center |SS procurement personne and procurement andysts responsible for the ISS
Program within the Office of Procurement. Therefore, the Office of Procurement was confident that
Johnson performed sufficient andyses, abeit not traditiona cost or price analyses, of the RFEA's
and related fee adjustment to assure an equitable settlement between Boeing and NASA.

OIG Evaluation of Management’s Response

Johnson's comments are not respongive to ether the findings or the recommendations. While the
restructuring may have facilitated the Program’ s ability to focus on the chalenging work ahead,
Johnson could not provide anaytica support for its statement that the globa settlement avoided
sgnificant costs associated with individua proposa settlements. Consequently, thereis no
assurance NASA received afair and reasonable price for the RFEA’ s or saved costs on the global
Settlement.

Johnson wanted a fee structure that would positively motivate future cost performance and offer an
opportunity for the contractor to earn afair return for high qudity, cost-efficient performance for
future work on this chalenging contract. Unfortunately, the new fee structure diminated al negetive
incentive after the restructuring by not requiring provisiona feesto be repaid to NASA for hardware
falures on orbit. Such an arrangement does not protect the Government'sinterests. Also, Johnson
clamsthat the new gructure dlows for Boeing to potentialy lose more fee for poor performance.
However, that outcome isimprobable because unlike the incentive fee eva uations, which were
objective and directly affected by overruns, the award fee eval uations are subjective.

Because Johnson has not changed its pogition since we discussed the findings with management in
March, we believe that requesting additiona comments will not be productive. Therefore, we will
forward the recommendations to the NASA Audit Followup Officid for find resolution.

[original signed by]
Roberta L. Gross

Enclosure
Fina Report on Audit of Restructuring of the International Space Station Contract
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w November 8, 2001

TO: H/Associate Adminigtrator for Procurement
M/Associate Administrator for Space Hight
AA/Acting Director, Lyndon B. Johnson Space Center

FROM: W/Assistant Inspector Generd for Audits

SUBJECT:  Find Report on Audit of Restructuring of the International Space
Station Contract
Assignment Number A-00-055-00
Report Number 1G-02-002

The subject final report is provided for your use and comment. Please refer to the Executive
Summary for the overal audit results. Our evauation of your response has been incorporated into
the body of the report. In response to management’ s comments, we revised draft recommendation
2, deleted draft recommendation 3, and renumbered draft recommendation 4 as recommendation 3.
In addition to revising the recommendations, we modified gppropriate sections of the report as
necessary to be consistent with the recommendations. We request management comments by
January 7, 2002, on the revised recommendation. Please notify us when actions have been
completed on the recommendation, including the extent of testing performed to ensure corrective
actions are effective. Thefind report didribution isin Appendix I.

With respect to management’ s nonconcurrence with recommendations 1 and 3, we are forwarding
the recommendations to the NASA Audit Followup Officid for find resolution. Recommendations
1 and 3 are unresolved and will remain open for reporting purposes until final resolution.

If you have questions concerning the report, please contact Mr. Dennis E. Coldren, Program
Director, Space Flight Audits, at (281) 483-4773, or Mrs. Loretta Garza, Auditor-in-Charge, at
(281) 483-0483.

[original signed by]
Alan J. Lamoreaux
Enclosure



cc:
Al/Asociate Deputy Administrator

AB/Asociate Deputy Adminigtrator for Inditutions
B/Acting Chief Financid Officer

B/Comptroller

BF/Director, Financid Management Divison
G/Generd Counsdl

JM/Director, Management Assessment Divison
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AIGA Chron
WIL. Bdl

K. Carson
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P. Shawcross
HK/Audit Liaison Representative
MX/Audit Liaison Representetive
JSC-BD5/Audit Liaison Representative



Contents

Executive Summary, i

Introduction, 1

Findings and Recommendations, 2
Finding A. Adequacy of Support for Globa Settlement, 2
Finding B. Oversght by NASA Office of Procurement, 8

Finding C. Modification of ISS Contract Fee Structure, 11
Appendix A — Objectives, Scope, and M ethodology, 16
Appendix B — International Space Station Contract, 18

Appendix C — Fee Structure of the Inter national Space Station
Contract, 20

Appendix D — Monetary Ben€fits, 22

Appendix E — Procurement Requirements, 24

Appendix F —Prior Auditsand Other Reviews, 29

Appendix G — Management’s Response, 31

Appendix H — OIG Comments on M anagement’s Response, 41

Appendix | —Report Distribution, 45



NASA Office of Inspector General

| G-02-002 November 8, 2001
A-00-055-00
Restructuring of the I nter national
Space Station Contract

Executive Summary

Background. In January 1995, Johnson signed a $5.638 hillion contract with Boeing for the 1SS
The origina contract was a cost-plus-award feglincentive feeffixed fee contract that included design,
development, manufacture, integration, test, verification, and ddivery to NASA of the U.S. On-
Orbit Segment,® including ground support equipment and support for ground and orbital operations.
(Appendix B contains overdl contract details.)

During 1999, Boeing estimated the 1SS contract overrun at $986 million.” Because of the large
overrun, Boeing could not feasbly earn more than the minimum 2 percent incentive fee for the
remainder of the contract (December 31, 2003). (Appendix C contains details on the fee structure
of the contract.) However, Johnson wanted to keep the contractor motivated to produce quality
work for the ISS Program. Also, the contract statement of work required revisons to reflect a shift
in Program focus from development to operations. 1n addition, there were other changes?® ongoing
negotiations, and likely target cost increases. Therefore, in December 1999, Johnson and Boeing
restructured the | SS contract to reflect that the parties reached a global settlement of Boeing's
RFEA'’s, stled the remaining overrun amount, reorgani zed the statement of work, and changed the
contract type to cost-plus-award feeffixed fee.

Objectives. The overdl objective wasto evaluate NASA’s December 1999 restructuring of the
ISS contract. Specifically, we determined whether the globa settlement of the contractor’'s RFEA's
was gppropriately justified and executed and whether the fee structure was appropriate.

Appendix A contains a detailed description of our objectives, scope, and methodol ogy.

*NAS15-10000 is the contract number for the ISS prime contract with Boeing. The contract’s value was $9.1 billion at the
time of the restructuring modification, which was signed on December 21, 1999. As of October 19, 2001, the contract value
was more than $9.7 hillion.

The U.S. On-Orbit Segment of the 1SSincludes U.S. dementsthat have been deployed and that will be deployed.

"Asof March 2001, Boeing was till reporting an overrun of $986 million.

#The other changes indluded, for example, modified fadilities requirements, failure of Node 1 struts to meet pressure test
requirements, and retention of critica skills for sustaining engineering.



Results of Audit. NASA did not sufficiently judtify the restructuring of the ISS contract.
Specificaly, regarding the globa settlement of the RFEA’s, Johnson did not perform a sufficient
analysisto show that Boeing's proposed costs were fair and reasonable and did not adequately
support the justification Johnson prepared for waiving the FAR requirement for the contractor to
submit certified cost or pricing date? (Finding A). Furthermore, the Office of Procurement did not
exercise adequate oversght of the restructuring, even though this was one of the most significant
noncompetitive awards in FY 2000 (Finding B). Asaresult, NASA has little assurance that the
contractor did not overgate the value of potential claims totaling $404 million.

Also, Johnson ingppropriately modified the fee sructure of the ISS contract by diminating the
Agency's option to recoup provisona fees paid to Boeing if the contractor's technical and cost
performanceis ultimately unsatisfactory. Asaresult, NASA could pay Boeing as much as

$69.4 million in fees® even if the Agency'sfind evauation of the contractor's on-orbit performance
is unsatisfectory (Finding C).

Other Mattersof Interest. During our review of the contract fee ructure, we found errorsin
the onrorbit award fee cdculations for Milestone Hight 2R.** The ISS Contracting Officer
acknowledged that 1SS Program Office personnd performed the caculations incorrectly and took
appropriate action to correct the error by issuing a contract modification. These errors could have
resulted in an under-refund by Boeing of about $1.4 million to NASA. The correction of the errors
will preclude a future overpayment of about $1.4 million to Boeing (see Appendix D).

Recommendations. Johnson should perform an adequate price anaysis, properly support
judtifications for waivers on future modifications of the ISS contract, and ensure that the fee pools
for the ISS contract are measurable and consistent with Agency criteria. The Office of Procurement
should perform adequate oversight of mgjor procurement actions for the 1SS contract.

Management’s Response. Johnson nonconcurred with the recommendations to perform aprice
or cost andysis with proper judtifications on future 1SS contract modifications and to ensure that fee
pools are measurable and consistent with Agency criteria. The Office of Procurement concurred
with the draft recommendation to establish procedures to ensure adequate oversight but stated that
itsingght and Johnson's andysis were sufficient. Management also provided generd comments on
our findings. The complete text of management’s responseisin Appendix G.

FAR 15.401 defines cost or pricing dataas al factsthat, as of the date of price agreement, prudent buyers and sellerswould
reasonably expect to affect price negotiaions significantly. Cost or pricing data are factud, not judgmenta, and are
verifisble

“The fee pool was $69.4 million as of October 19, 2001, but the pool will incresse as NASA definitizes work on the
contract.

|SS Milestone Flight 2R, October 31, 2000, was theflight that carried the first long-term habitation crew to the 1SS. The
launch vehicle was a Russian Soyuz rocket.



Evaluation of Management's Response

We consder Johnson’s comments not responsive and maintain our position on the related
recommendations. Because we bdlieve that requesting additiona management comments will not be
productive,”” we will forward the recommendations to the NASA Audit Followup Officid for find
resolution. Based on the Office of Procurement's comments, we revised the recommendation
regarding adequate oversight to focus on performing adequate oversight rather than on establishing
additional procedures. Therefore, we request full management comments on the revised
recommendation. Our additional commentsin response to management’ s pogition on the findings
arein Appendix H.

2Although we provided Johnson with aworking copy of the draft report in May 2001, Johnson decided not to discussit
with us. Also, Johnson did not respond to our offer to discuss the draft report after weissued it in August 2001. Johnson
last met with usto discuss our findingsin March 2001.



I ntroduction

Asanintegrd part of the overadl contract restructuring, Johnson settled al known contractor RFEA
issues as of October 1, 1999, except for specific exclusons identified in contract clause H.67,
“Requests for Equitable Adjustments.”** Asthe bassfor this settlement, Johnson cited the
avoidance of sgnificant proposa costs and the cost of technical and business resources that would
have been incurred by Boeing and NASA if each RFEA was submitted and settled separately. As
aresault, the Agency made no attempt to establish a negotiation position for or reach cost and fee
agreement on individua issues. The FAR and NASA FAR Supplement require certified cost or
pricing data from the contractor unless, in exceptiona circumstances, the Center Director Sgnsa
waiver. Johnson issued awaiver for the submission of that data™

Ancther integra part of the overall contract restructuring was a new fee arrangement. In March
1999, Boeing announced that the estimated variance at completion was $986 million. Thisvariance
meant that Boeing could earn only the minimum incentive fee of 2 percent.> Additiondly, because
of the cost incentive fee arrangement and the $986 million estimated cost overrun, the earnings
potentia of any new work™ would have been penalized by past poor performance. Therefore,
NASA concluded thet there was no longer either a positive or negative incentive to control costs on
existing work and that it was important to improve Boeing's cost performance. The prior award fee
provisons did not emphasize cost management because the incentive fee provisions focused
exclusvely on cost. Therefore, NASA converted the previous incentive fee provisonsto afixed fee
at the 2-percent minimum and established award fee pools for cost and technica management on
new work added to the contract. NASA'’s objective was to improve cost management by enabling
Boeing to earn a reasonable return on the new work and not be further penalized by previous poor
cost performance. Another sgnificant contract change in the restructuring involved diminating
NASA'’s ability to recoup award fee based on on-orbit performance. The restructured contract
now enables Boeing to earn up to 11 percent technical and cost award fees on new work added to
the contract.

B3The contract dause identified the excluded potentidl RFEA’sas: Starboard Truss Segment 6 Refurbishment; multiple
element integrated test impact; Solid State Devices, Inc. claim; software support to internationa partners; and fault
detection, isolation, and recovery/reconfiguration worksheets for 1SS milestone flights 5A and 6A. The potential RFEA’s
had avalue of about $68 million.

“The Johnson Center Director signed the waiver for the submission of current cost and pricing datain accordance with
FAR 15.403-1(c)(iii)(4), which requires the head of a contracting activity to sign suchwaivers. NASA FAR

Supplement 1802.101 identified the Center Director as the head of the contracting activity at field ingtdlations.

*The contract had a cost incentive fee range from 2 percent to 15 percent. The $986 million variance effectively preduded
Boeing from earning more than the minimum 2 percent.

SNew work is defined as on-ground contract changes definitized or authorized after October 1, 1999.



Findings and Recommendations

Finding A. Adequacy of Support for Global Settlement

Johnson settled 38 RFEA’s and Boeing' s other potentia claims valued a more than $404 million”
without performing a sufficient analyss to show that Boeing's proposed costs were fair and
reasonable. Johnson also waived a FAR requirement for the contractor to submit certified cost or
pricing data without adequate support for the waiver and did not request that Boeing submit
information other than current cost or pricing data needed to negotiate the globa settlement. These
conditions occurred for two reasons. First, Johnson believed that the global settlement wasin
NASA's best interest because it avoided significant costs and resources needed to negotiate and
etle the claims separately.  Second, the NASA Headquarters Office of Procurement had not
performed sufficient oversight on the globa settlement to ensure that Johnson performed a cost or
price andyds*® (see Finding B). Asaresult, NASA hasllittle assurance that the contractor did not
overgtate the vaue of its 38 RFEA’s and other potentia claims. In addition, NASA'’ s settlement of
al the clams does not give the contractor an incentive to control costs not yet incurred as of the
time of the restructuring.

Procurement Requirements

The Truth in Negotiations Act. The Truth in Negotiations Act (the Act) was enacted in 1962
because the Congress perceived that the Government’ s negotiation position is weakened by the
falure of contractors to disclose current, accurate, and complete cost and pricing data, particularly
in noncompetitive procurements. The Act was intended to correct the perceived imbalance in
negotiating positions. The Act was aso designed to prevent contractors from reaping excessive
profits on contracts with the Government by providing Government negotiators with accurate and
current information on contract proposals. Provisons of the FAR implement the Act and require
contractors to submit a certified statement of current, accurate, and complete cost data on contract
proposals vaued at more than $500,000, without the benefit of competition.”® The god of the Act
isthe promation of fair dedling in negotiating contracts in circumstances in which the Government
must rely primarily upon the contractor for cost and pricing data.

Requirementsfor a Cost or Price Analysis. FAR 154, "Contract Pricing,” requires the
contracting officer to:

Purchase supplies and services from responsible sources at fair and reasonable prices.

"The 38 RFEA’swere vaued a $328 million, and the other cdlaims were valued at $76 miillion for atotal global settlement of
$404 million. NASA was not able to determine how much of the $404 million was cost dready incurred by Boeing and how
much was cost yet to be incurred.

BFAR 15.404-1(b)(1) defines a price analysis as the process of examining and evaluating a proposed price without
evaluating its separate cost elements and proposed profit.

In exoeptional cases, the requirement for contractor submission of certified cost data can be waived if the head of the
contracting activity can determine the price to be fair and reasonable without the submission of cost or pricing data.

2



Perform acost or price analysis to develop a negotiation position that facilitates agreement
by the contracting officer and the offeror on afair and reasonable price.

Document al audit and fidd pricing informatior® in the contract file,

FAR 15.403-4(8)(1), “Requiring Cogt or Pricing Data,” alows the contracting officer to request a
walver if the contracting officer has sufficient information available to determine price
reasonableness. The head of the contracting activity can waive the requirement for submisson of
cost or pricing data in exceptiond cases if the price can be determined to be fair and reasonable
without the submission. The waiver and supporting rationae must be written.

A waiver of current cost and pricing data does not relieve contracting officers of the requirement to
perform an analysis of a contractor’s cost proposa. When awaiver is obtained, FAR 15.404-1
requires the contracting officer to, a a minimum, perform aprice andyss. The FAR datesthat the
Government may use various price analyss techniques and proceduresto ensure afar and
reasonable price. The contracting officer may dso use acost andysisto evauate information other
than cost or pricing data to determine cost reasonableness. However, FAR 31.201-3(a),
“Determining Reasonableness,” indicates that the Government should not presume that costs
incurred by a contractor are reasonable. (Appendix E contains details on the FAR requirements.)

Support for Waiver of Cost or Pricing Data

Waiver of Cost or Pricing Data. On December 22, 1999, Johnson submitted its determination
and findings for the authority to waive submission of certified cost or pricing datat* pursuant to the
authority of the FAR and NASA FAR Supplement. The waiver cites the following reasons as
judtification for not requiring certified cost or pricing data

Johnson has sufficient informeation available from Boeing' s Performance M easurement
System Reports” and Government assessments of Boeing's estimate at completion to
determine that the total cost adjustment isfair and reasonable.

Boeing's Earned Vaue Management Systent® was approved in November 1998.

“Audit and figld pricing information includes technical, audit, and special reports associated with the cost elements of a
proposal.

“The Act requires contractors to submit certified cost data to establish a common basis for negotiations.

“Performance Measurement System Reports provide management the primary datafor determining current cost and
schedule performance and the forecast of the estimated cost at completion.

#An Earned Vaue Management System tracks and identifies contract results by work breskdown structure and identifies
program elements (variances) that have either exceeded or failed to meet contractually identified thresholds of performance
jointly agreed to by the customer and program management. In our Report No. 1G-99-04, “Earned Vadue Management at
NASA,” September 30, 1999, we recommended that NASA issue earned va ue management policy as program and project
directives and establish procedures for reporting comprehensive earned va ue management information to upper management.

3



A fee of lessthan 1 percent of the total cost adjustment was negotiated and can be
independently determined to be reasonable based on Government estimates of valid RFEA
issues, therefore, the settlement poses little risk to the Government.

The globd settlement dlows Boeing and the Government to avoid sgnificant costs for
Boeing to prepare cost proposas and for the use of sgnificant Boeing and Government
business and technica resources in reviewing, fact-finding, and negotiating RFEA's
submitted individudly.

When a contracting officer decides to not require the submission of certified cost or pricing data, the
contracting officer must obtain awaiver. Furthermore, contracting officers should obtain waivers
before negotiations of the costs begin, not after the contract has been modified and signed. Johnson
did not issue the waiver until after completing the negotiations® and sgning the modification.

Information other than Current Cost and Pricing Data. Although the waiver cites reasons for
not requiring the contractor to submit certified cost or pricing data, the waiver does not relieve the
contractor from submitting data necessary for the purposes of a Government anadysis of cost/price
reasonableness for negotiating achange. FAR 15.403-3(a), “Requiring informetion other than
current cost and pricing data,” states that even though awaiver has been obtained, the contractor is
required to submit other information that the contracting officer would need to evauate the
reasonableness of the price. If aprice andysis done cannot permit the negotiation of afar and
reasonable price, then the contracting officer should perform a cost anadysis.

Boeing's Performance M easur ement System Report and Earned Value M anagement
System. Johnson's support for its waiver does not meet FAR 15.403-1(c) criteriafor issuing such
waivers. Johnson's primary basis for determining that the RFEA’ s were fair and reasonable was the
presumed sufficiency and reliability of Boeing's monthly Performance Measurement System Reports
and Boeing' s gpproved Earned VVaue Management System. The ISS Program Office monitors
those systems as part of its generd contract administration functions but did not perform specific
reviews on the proposed RFEA cods. The Defense Contract Management Agency approves the
Earned Vaue Management Systemn, which generates a monthly Performance Measurement System
Report for NASA, based on whether Boeing's Earned Vaue Management System is consistent
with its Government-gpproved systems descriptions. This approva does not ensure that any cost
information related to individua RFEA’ sis sufficient to support negotiations. Although Boeing has a
Government-approved Earned Va ue Management System, it does not accumulate cost information
on specific RFEA’s. Although Johnson’ s post-negotiation memorandum showed afee of lessthan
1 percent of the total cost adjustment,” the Agency had no assurance that the minimal fee offset a
potentialy higher cost avoidance that could be obtained from negotiations based on an adequate

2 According to the price negotiation memorandum, negotiations began on September 21, 1999, and condluded on October 8,
1999.

*Boeing and NASA signed the modiification on December 21, 1999. The Johnson Center Director signed the waiver for
submission of cost or pricing data on December 22, 1999.

% Johnson negotiated afee of $3.5 million (lessthan 1 percent) of Boeing's estimated $404 miillion in RFEA's.
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cogt andysis” of the $404 million in RFEA cogts. Furthermore, Johnson did not obtain information
in lieu of certified cost or pricing data for purposes of determining cost reasonableness. Therefore,
Johnson did not have a sufficient basis for ng Boeing's codts for the RFEA’s and only
presumed that costs were fair and reasonable.

Reliance on Boeing's Estimates. Boeing identified the 38 RFEA’ s and submitted proposals on
10 of the RFEA’sfrom late March through early August 1999. The 10 proposals were vaued at
more than $168 million, more than 50 percent of the vaue of the 38 RFEA’s. Johnson relied on
Boeing's estimate of cogts and did not perform a price analysis on the submitted proposds, even
though the proposals were received at least 2 months before the completion of negotiations. Also,
Johnson did not ask the Defense Contract Audit Agency (DCAA) to determine acceptability of
incurred costs and estimates of cost to be incurred?® as represented by Boeing for the RFEA's.
Instead, Johnson stated it was satisfied with Boeing's cost estimates because the 1SS Business
Management Office performed quarterly estimate-at-completion reviews. Further, Johnson did not
attempt to quantify the potential cost of proposal preparations and resources that would have been
gpent on reviewing, fact-finding, and negotiating individually submitted RFEA’s. Boeing assured the
ISS Program Office that all the RFEA’s were included in Boeing's estimate a completion for the
contract.

Johnson explained that the costs and resources needed to negotiate and settle the claims separately
would have outweighed the benefit. Johnson further explained that the amount was reasonable
because Boeing's estimate to complete the contract included the $404 million and was less than
Johnson's estimate to complete. However, such a high-

“\While costs incurred in excess of target cost (overruns) are reimbursable on this cost reimbursable contract, poor cost
performance is afactor in award fee determinations. Also, Boeing is responsible for controlling costs not yet incurred.
DCAA provides contract audit servicesto Government agencies and determines whether costs are reasonable, alocable,
and dlowable. If requested, DCAA can provide advice and recommendations on codts represented by Boeing before the
award, negotiation, or settlement of the RFEA’s.



level cost comparison cannot determine whether the costs of underlying dements are fair and
reasonable, especialy when Boeing has historically understated costs on the | SS contract (see
Appendix F for details on prior reports).

Anticipated Claims by Boeing

The globa settlement did not sattle al pending Boeing dlams. Boeing had not yet submitted severd
additional RFEA issuesto Johnson. Boeing's May 2001 Performance Measurement System
Report estimated the value of RFEA’s since the restructuring modification at $200 to $330 million.
Boeing added $200 million to the statement of work until the RFEA’s are negotiated. Boeing dso
asessed codt related to various RFEA'’ s that have been incurred but are not yet included in the
gtatement of work. Asof May 2001, Boeing identified the RFEA’s as follows, but has not
provided NASA any additiona information:

multiple element integrated testing related impacts to design, development, test, and
evaudion;

design, development, test, and evauation impacts related to Revison B of I1SS assembly
plans,

cumulative effect of changes, and

other items associated with contract provison H-67, “Request for Equitable Adjustment
Excdusons”®

NASA will need to negotiate a Sgnificant vaue of damsin the future. Therefore, the Agency
should ensure that it can properly determine whether the costs are reasonable, the contractor has an
incentive to control cogts, and the Agency has an appropriate gpproach to settling future claims.

Closer Scrutiny of Boeing's Costs |'s Warranted

|SS Program officials have stated that the risk of the Agency’ s circumventing the cost or price
andysis for the restructuring modification is minima because the 1SS contract is cost-reimbursable,
and the negotiated fee that was applied to the RFEA’sis very low. Thisrationae does not
recognize the significant risk of presuming that the contractor has not overstated the $404 millionin
RFEA cogts and relies on theoretica safeguards of contractor systems certificationsin lieu of
required cost or price analyses. Thereviews of Boeing's Earned Vaue Management System
performed by the Defense Contract Management Agency were not in-depth reviews of cost
accumultion or estimating techniques for specific RFEA’s and did not include areview of the
system itsdlf, which can be manipulated by the contractor. Since the inception of the ISS contract,

*Revison E was the | SS assembly sequence approved in June 1999. The current assembly sequenceis Revision F, effective
August 2000.
®Footnote 13 lists the other items.



Boeing has continually understated its cost overruns, resulting in overpayments by NASA (see
Appendix F).** Boeing'strend of poor cost reporting warrants closer rather than less NASA
scrutiny of Boeing's costs. NASA’s expectation that the estimate at completion will be higher than
Boeing's estimate does not mean that Boeing's estimate of the RFEA’sisredlistic. Because NASA
will likely need to negotiate future cdlams of as much as $330 million, the Agency should ensure that
contracting officers perform athorough proposal andysis even if the Agency waives submisson of
certified cost and pricing data.

Recommendation, Management’s Response, and Evaluation of Response

1

The Acting Director, Lyndon B. Johnson Space Center, should, for future
modifications of the I SS contract, direct the contracting officer to perform an adequate
price or cost analysis as necessary to obtain fair and reasonable prices and to properly
support justificationsfor a waiver to obtain certified cost and pricing data, asrequired
by the FAR.

Management’s Response. Nonconcur. The recommendation Smply reaffirms gpplicable
regulations and policies that NASA followed during the restructuring activity. Because there has not

been a nonconformance with applicable requirements, direction to follow exigting requirementsis
not necessary. The complete text of management’ s responseisin Appendix G.

Evaluation of Response. Management’s comments are not responsive to the recommendation.
We maintain our position that Johnson did not perform the price or cost analysis required by the
FAR and did not properly support awaiver for the requirement to obtain certified cost or pricing
data. Because we believe that requesting additional management comments would not be
productive, we will forward the recommendation to the NASA Audit Followup Officid for find
resolution. Our additional comments in response to management’ s position on the finding arein

Appendix H.

31An understated cost overrun can potentially result in increased fee earned by acontractor. An overstated RFEA can result
in ahigher contract value that could mask an overrun.



Finding B. Oversight by NASA Office of Procurement

The NASA Office of Procurement did not exercise adequate oversight of the global settlement of
the ISS contract. The Office of Procurement delegated the Master Buy Plan actions to the Johnson
Procurement Office. However, the Office of Procurement did not ensure that Johnson took the
requested actions. This occurred because the Office of Procurement (1) had only informdl, oral
contacts with Johnson that did not identify details of the planned procurement gpproach and (2) did
not follow up in writing on the requested actions. As aresult, the Office of Procurement did not
know that Johnson had not performed cost or price analyses of the RFEA’s, which were amgjor
part of one of the most sgnificant noncompetitive awards in FY 2000.*

Requirements for Master Buy Plan

NASA FAR Supplement 1807.71, “Master Buy Plan,” requires Agency ingtalations to provide
information on planned acquisitions, including supplementa agreements, to the NASA Headquarters
Office of Procurement on aMaster Buy Plan submisson. Master Buy Plan submissons and
revisions enable management to focus attention on a representative selection of high-dollar-vaue or
high-interest acquisitions® The Office of Procurement can delegate the acquisition to any NASA
ingtdlation.

NASA FAR Supplement 1807.7102-3(b), "Selection and Noatification Procedures,” requires that
when an acquigtion is changed (for example, increase or decrease in dollar amount, changein
requirement, canceled, superseded, deferred, or is no longer subject to the Master Buy Plan
procedures), the ingdlation must immediately notify the NASA Headquarters Office of
Procurement and explain the reasons. The Office of Procurement mugt notify the ingtalation’s
procurement office in writing of any further action that may be required, such as Headquarters
gpprova of the procurement.

Submission of Master Buy Plan

In accordance with the NASA FAR Supplement 1807.71, “Master Buy Plan,” Johnson submitted
an April 1998 request to the Office of Procurement for review and approva. This request
represented amendments to the ISS contract that would result in a changed contract value of more
than $50 million. InaJuly 1998 letter of delegation, the Office of Procurement delegated the
Magter Buy Plan actions for the amendments to the Johnson Procurement Office. The letter of
delegation stated that the Office of Procurement was particularly concerned about the possibility
that the impacts of the overruns on the contract would not be properly integrated with contract

% The global restructuring modification accounted for about 17 percent of the total $3.2 billion of procurements during

FY 2000 for noncompetitive contracts awarded by NASA before FY 2000.

*The Master Buy Plan appliesto acquisitions that (1) are expected to equal or that exceed $50 million or (2) are of such a
nature that in the judgment of the installation or Headquarters, the acquisition warrants Headquarters: consideration.



adjusments of cogsidentified in the RFEA’s* For this reason, the Office of Procurement directed
Johnson to keep the Office of Procurement informed of the strategy used to integrate cost overruns
with other potentia changes in contract cost targets because the overruns would aso be definitized
in the modification. The letter of delegation aso required Johnson to submit an information copy of
the pre-negotiation memorandum to the Office of Procurement before reopening discussions with
Boeing for definitization of an overrun. However, neither Johnson nor the Office of Procurement
could show us that they had a gtrategy in place to integrate the RFEA costs with previous overrun
costs to ensure that they had not been definitized twice. Additiondly, Johnson did not prepare a
pre-negotiation memorandum to provide to the Office of Procurement.®

Delegation of Master Buy Plan

Johnson kept the Office of Procurement orally apprised of the increasing value of the contract
modification and other changes by the negotiation team, including the decision to restructure the
contract’ s fee sructure. The Office of Procurement agreed to alow Johnson to continue with the
actions associated with the evolving procurement. However, the Office of Procurement did not
follow up in writing with the Johnson Procurement Office, asrequired by NASA FAR

Supplement 1807.7102-3(b), to acknowledge the changes associated with this procurement action.
The Office of Procurement acknowledged that its documentation was limited but believed that its
frequent conversations with the I SS Program Office regarding the planned procurement approach
were sufficient. However, the actions were not sufficiently thorough for the Office of Procurement
to recognize that Johnson had not performed cost or price analyses of the RFEA's.

Recommendation, M anagement’s Response, and Evaluation of Response

2. TheAssociate Adminigtrator for Procurement should instruct the Headquarters
procurement staff to perform adequate oversight on Master Buy Plan delegations for
| SS procur ement actions, emphasizing the requirement for thorough documentation
and apriceor cost analysis.

¥One of the 38 RFEA sinduded the remaining $53 million of the $203 million in overrun costs that we reported in Report
No. 1G-00-007, “Performance Management of the International Space Station Contract,” February 16, 2000. Johnson
planned to definitize the overrun as part of the global settlement. Definitize meansto settle and sign a contractual action thet
would include a modificetion to an exigting contract.

% After discussions and definitization of the modification, Johnson submitted a price negotiation memorandum to the Office
of Procurement. The price negotiation memorandum explained the details of the globa settlement.
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Management’s Response. Concur. While acknowledging that more rigorous adherence to the
established Magter Buy Plan procedures would have been appropriate in managing changesto the
|SS program, we maintain that sufficient ingght into those changes was afforded by the ongoing
communications among the Center |SS procurement personnd and procurement andysts
respongble for the ISS Program within the Office of Procurement. Those communications gave us
confidence that Johnson was performing sufficient analys's, abeit not atraditiona cost or price
andysis usudly associated with pre-award contract negotiation, of the cumulative vaue of the
RFEA's and related fee adjustment to assure an equitable settlement could be achieved among the

parties (see Appendix G).

Evaluation of Response. Management's comments are contradictory regarding adequacy of
oversght. We maintain that if the Office of Procurement had followed Master Buy Plan
procedures, it would have known that the ISS Program Office did not plan to perform aprice or
cost andysis and may have directed Johnson to perform the andysis or obtain awaiver. However,
in response to management's comments, we revised the recommendetion (the original draft
recommendation is recommendation 2 in Appendix G) to focus on performing adequate oversight
rather than on establishing additiona procedures. Therefore, we request that management provide
comments on the revised recommendation.

10



Finding C. Modification of 1SS Contract Fee Structure

Johnson inappropriately modified the fee sructure of the ISS contract by eiminating the Agency's
option to recoup provisiona fees paid to Boeing if the contractor's technica and cost performance
isultimately unsatisfactory. Firdt, Johnson eliminated the incentive fee pool that was based on
objective performance evaluation criteriaand replaced it with a cost performance award fee pool
that, contrary to Agency policy, does not measure actual cost performance. Then, Johnson created
atechnical performance award fee pool and a base fee pool that, contrary to Agency policy, are not
subject to penaty for unsatisfactory on-orbit hardware performance. Johnson created the new fee
pools as part of the global settlement to alow Boeing to earn fees that it would not have to repay for
subsequent unsatisfactory on-orbit hardware performance and to provide an incentive for the
contractor to control costs. However, Johnson cannot measure the work upon which the cost
performance award fee should be based because the | SS contract does not require Boeing to
measure the cost of new work. Asaresult, Johnson could pay Boeing as much as $69.4 millionin
fee even if Johnson's find evauation of Boeing's on-orbit hardware performance is unsatisfactory.

NASA Guidance on Award Fee Contracts

NASA has issued guidance regarding award fee contracts in the NASA FAR Supplement and in
the NASA Award Fee Contracting Guide, December 2, 1997 (revised). The NASA FAR
Supplement dates that:

Performance-based contracts shall include both positive and negative performance
incentives, and any exceptions shdl be gpproved in writing by the Center Director. This
requirement isaso in the NASA Award Fee Contracting Guide.

All award fee evauaions, with the exception of the last evauation, will be interim, and no
award fee or base fee will be paid if the final award fee evaluation is poor/unsatisfactory.

When a base fee is authorized in a cost-plus-award fee contract, it shdl be paid only if the
find award fee evdluation is satisfactory or better.

The measurement of the contractor’s performance againgt the negotiated estimated cost of
the contract should be the predominant consideration of the cost control evaluation. This
requirement is aso in the NASA Award Fee Contracting Guide.

Analysis of I SS Program Office Modification to the Contract Fee Structure

Johnson modified the contract fee structure by creating a technica performance award fee pool
(FY 2000 Forward Technica Performance Award Fee), a base fee pool, and a cost performance
award fee pool (FY 2000 Forward Cost Performance Award Fee). A discussion of how the three
award fee pools do not meet Agency policy follows:

11



Technical Performance Award Fee Pool and Base Fee Pool

Original Contract Provison. At contract inception, January 1995, the contract included a
positive performance incentive in the on-ground performance evauation. Boeing could earn

$205 million in award fee (about 5 percent of target cost). The contract aso included a negetive
performance incentive in the on-orbit performance eva uations, which could cause a downward
adjusment to any on-ground award fee provisondly earned by Boeing. During the origina
negotiations, Boeing opposed this riskier form of award fee performance evaluaion. However, the
ISS Program Office, with the support of the NASA Office of Procurement, succeeded in
negotiating the negative incentive aspect into the contract fee structure.

Contract Restructuring M odification. As part of the December 1999 restructuring, Johnson
departed from the original contract fee philosophy and accepted Boeing' s request to have new
work excluded from the repayment provison of the on-orbit performance evauations. Johnson did
this by creating atechnica performance award fee pool of $35.8 millior?® and a base fee pool of
$8.9 million for new work added to the contract after September 1999. For both fee pools, Boeing
can earn but not subsequently lose onrground award fee for unsatisfactory performance on-orbit.

No Negative I ncentive. The new technica award fee and base fee pools contain a positive
performance incentive in that Boeing can earn up to $44.7 million. Any part of the $44.7 million
that isinitidly unearned can later be earned through an upward adjustment resulting from a
successful find on-ground performance evaluation. However, none of the $44.7 million that is
initially earned is subject to either a downward adjustment based on the final on-ground
performance evauation or repayment based on the on-orbit performance eva uation, even if those
evauations show that performanceis unsatisfactory. Therefore, the contract contains no negative
performance incentive, which is required by the NASA FAR Supplement and the Award Fee
Contracting Guide for award-fee contracts with primary ddiverables of hardware and with atota
estimated cost and fee greater than $25 million. ¥

Base Fee Evaluation. Boeing can earn the $8.9 million base fee® if the find on-ground award fee
score is 61 (satisfactory) or higher. The NASA FAR Supplement dlows the base fee to be paid

%The evaluation factors for technical performance are program management (30 percent); technical performance, including
schedule, quaity, and safety (55 percent); and smal disadvantaged business performance (15 percent).

¥NASA FAR Supplement 1816.402-270, “NASA Technica Performance Incentives” requiresthat performance-based
contracts with primary ddliverables of hardware costing more than $25 million include both positive and negative
performanceincentives. Thisrequirement isalsoin NASA’s Award Fee Contracting Guide, December 2, 1997 (revised).
NASA FAR Supplement 1816.402-270 a o requires the Center Director to approve any exceptions to this requirement in
writing. (Appendix E contains details on the NASA FAR Supplement requirement.) In addition, NASA FAR

Supplement 1852.216-77, “ Award Feefor End Items Contracts,” requiresthet al award fee evaluations, with the exception
of thelast evauation, will beinterim evaluations. At the last evaluation, which isfind, the contractor’ s performance for the
entire contract will be evaluated to determine total earned award fee. No award fee or base fee will be paid to the contractor
if thefinal award fee evaluation is poor/unsatisfactory. If thefina award fee evauation is poor/unsatisfactory, any basefee
paid will be refunded to the Government.

*This dollar amount is based on a percentage for changes authorized but not definitized as of October 1, 1999, when the
contract was restructured (see Appendix C).
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only if the fina award fee evaduation is satisfactory or better. In addition, if the find award fee
evauation is below 61 (poor/unsatisfactory), al provisona base fee payments must be refunded to
the Government. By diminating the repayment requirement, Johnson did not follow the NASA
FAR Supplement requirements for base fee® and could ultimately pay Boeing at least $8.9 millionin
base fee for unsatisfactory on-orbit performance of the ISS.

Cost Performance Award Fee Pool

Original Contract Provison. At inception, the ISS contract included an incentive fee provison
that dlowed Boeing to earn aminimum of $82 million (about 2 percent of target cost) up to a
maximum of $615 million (about 15 percent of target cost), depending on the actual contract cost.
As discusad earlier, Johnson and Boeing recognized that Boeing could earn only the minimum
incentive fee for the remaining life of the contract because of the cost overrun.

Contract Restructuring Modification. Aspart of the restructuring, Johnson wanted to give
Boeing an incentive to control cost and, therefore, agreed to Boeing' s request to exclude new work
from the repayment provision of the on-orbit performance evaluations. Johnson did this by creating
an award fee pool of $24.7 million for cost performance thet, like the technica performance award
fee pool and base fee pool, was not subject to repayment.

Measurement of Cost Performance. The Performance Evauation Plan for the award fee pool
identifies the evauation factor as overd| cost performance, including:

the estimate to complete,
integrated management of cost risk and opportunities,
forecasting of budgetary requirements, and

appropriate use of the Earned Vaue Management System and compliance with Earned
Vaue Management System criteria.

None of these factors address Boeing' s actud cost performance compared to the negotiated
contract estimated cost for new work. Johnson has awvarded Boeing scores of 70 (satisfactory),
70, and 72 (good), respectively, for cost performance for the three 6-month periods following the
contract restructuring, resulting in earned amounts and payments of $9.8 million. Also, $4.0 million
that was unearned may be earned and paid based on the final performance evaluation. However,
neither Johnson nor Boeing officials know the actua cost performance relative to the estimated cost
of the new work for which this award fee was added to the contract, because neither Johnson nor

*NASA FAR Supplement 1816.405-271, “Base Feg,” requires that when a base fee is authorized for usein acost-plus-
award fee contract, it shall be paid only if thefinal award fee evaluation is satisfactory or better. Pending final evaluation,
base fee may be paid during the life of the contract at defined intervals on aprovisona bess. If thefind award fee
evaudion is poor/unsatisfactory, al provisiona base fee payments shal be refunded to the Government.
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Boeing measures the cost of new work. Therefore, the cost performance award fee pool conflicts
with the NASA FAR Supplement requirement to measure the contractor’ s success in controlling
cost. ®

Appropriateness of Fee Restructuring

The ISS contract origindly included an aggressive and motivating award and cost incentive fee
structure consistent with the NASA FAR Supplement and the Award Fee Contracting Guide.
However, Johnson's establishment of the technica performance award fee pool, cost performance
award fee pool, and base fee pool eiminated provisons that are required by Agency guidance and
are designed to limit payment of award fee to successful on-orbit performance and measurable cost
control by contractors.

Technical Award Fee and Base Fee Pool. Thetechnical award fee pool and the base fee poal,
totaling $44.7 million, diminated the negative performance incentive. For thefind award fee
evauation, Johnson should have provided for the possibility that Boeing could lose fee for poor
on-orbit performance rather than guarantee that Boeing will keep dl previoudy earned fees
regardless of performance.

Cost Performance Award Fee Pool. The cost performance award fee pool (totaling

$24.7 million) evauation is not based on the costs associated with the pool but on Boeing's overdl
cost performance. NASA does not require Boeing to measure costs related to this poal.
Consequently, there is no way for NASA to evaluate cost controls and thereby measure Boeing's
performance againgt the negotiated estimated codt.

Recommendation, M anagement’s Response, and Evaluation of Response

3. TheActing Director, Lyndon B. Johnson Space Center, should reinstate the
repayment provision in the I SS contract for work added after September 1999 that
relates to on-orbit performance, and establish fee poolsthat are consistent with
Agency criteria. Alternatively, Johnson should obtain a waiver from therequirements
of NASA FAR Supplement 1816.402-270, 1816.405-271, 1816.405-274, and
1852.216-77 regarding the new | SS fee pools, with sufficient supporting documentation.

““NASA FAR Supplement 1816.405-274, “ Award Fee Evaluation Factors,” requires that the predominant consideration of
the cost control evauation be a measurement of the contractor’ s performance againg the negotisted estimated cost of the
contract. The Award Fee Contracting Guide aso requires that successin controlling costs be measured againg the estimated
cogt of the contract rather than budgetary or operating plan cost (see Appendix E).
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Management’s Response. Nonconcur. The revisonsto the fee structure did not give up exigting
rights with regard to on-orbit performance. The full technical content of the on-orbit vehicle under
the contract both before and after the contract restructuring is subject to an on-orbit performance
assessment. The only thing thet the restructure did was to limit the maximum possible fee loss, due
to on-orbit performance, to $202 million (see Appendix G).

Evaluation of Response. Management’s comments are not responsive to the recommendation.
We are concerned about the lack of arepayment provision after restructuring rather than whether
thereis atechnica assessment of on-orbit performance. The $202 million loss limit ingppropriatey
dlows Boeing to keep al fees above the limit even if on-orbit performance is unsatisfactory.
Johnson has not addressed the fact that Boeing' s technica award and base fee ($44.7 million and
increasing) is not subject to ether a downward adjustment based on the fina on-ground
performance valuation or repayment because of an unsatisfactory on-orbit performance evauation.
We maintain our postion that, a a minimum, Johnson should obtain awaiver for deviating from the
dtated requirements of the NASA FAR Supplement. Because we believe that requesting additional
commentswill not be productive, we will forward the recommendation to the NASA Audit
Followup Officid for fina resolution (see Appendix H).
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Appendix A. Objectives, Scope, and M ethodology

Objectives

The overdl objective was to evauate NASA’s December 1999 restructuring of the International
Space Sation (1SS) contract. Specifically, we determined whether the global settlement of the
contractor’s requests for equitable adjustment was appropriately justified and executed and whether
the fee Structure was appropriate.

Scope and M ethodology

To meet our objectives, we reviewed the restructuring contract modification (modification

number 836), the associated price negotiation memorandum, the waiver for certified cost and
pricing data, and the contract status report. We interviewed personne in the ISS Procurement
Office, the ISS Business Management Office, and the Lyndon B. Johnson Space Center (Johnson)
Legd Office. We dso interviewed personnd in the NASA Headquarters Office of Procurement,
Program Operations Divison. We reviewed gpplicable regulations including the Federa Acquisition
Regulation (FAR), NASA FAR Supplement, NASA’s Award Fee Contracting Guide, and the
Truth in Negotiations Act. We did not assess the reliability of computer-processed data because
we did not rely on it to achieve our objectives.

Management Controls Reviewed

We reviewed management controls relative to cost and pricing data for the Request for Equitable
Adjustments as described in FAR 15, “Contracting by Negotiation.” We aso reviewed
management controls relative to award fee plans as described in NASA FAR Supplement 1816.4,
“Incentive Contracts,” and NASA’s " Award Fee Contracting Guide.” Management controls
needed to be strengthened to ensure that Johnson performed adequate price anayses as required
by the FAR (see Finding A), that the Office of Procurement provided adequate oversight of major
procurement actions as required by the NASA FAR Supplement (see Finding B), and that Johnson
established award fee pools as required by the NASA FAR Supplement and the Award Fee
Contracting Guide (see Finding C).

Audit Fidd Work

We performed the audit field work from September 2000 through April 2001 at Johnson. We
performed the audit in accordance with generally accepted government auditing standards.
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Appendix A

Summary of Prior Auditsand Reviews

The NASA Office of Ingpector General and the General Accounting Office have issued numerous
reports on the 1SS Program. Related reports are summarized in Appendix F of this report.
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Appendix B. International Space Station Contract

Brief Description of the Statement of Work. The Statement of Work for the Internationa
Space Station (1SS) contract describes The Boeing Company’s (Boeing's) requirements for the
design, development, manufacture, integration, test, verification, and ddivery to NASA of the U.S.
On-Orhit Segment™ of the ISS, including ground support equipment, and for support for ground
and orbitd operations. The Statement of Work aso requires that Boeing provide technica support
and datafor NASA's operation and utilization of the 1SS and describes Boeing' s requirements to
integrate the complete I SS System.

Date Awarded and Price. NASA awarded the I SS contract, NAS15-10000, January 13, 1995,
for atotal value of $5.638 hillion. As of October 19, 2001, the contract value was $9.747 hillion.
However, NASA expects the contract value to increase to $11.3 hillion.

Major Modifications. On December 21, 1999, NASA and Boeing restructured the ISS
contract. The purpose of this restructuring was to definitize adjustments to the estimated costs and
fees, change the contract type, and address other contract actions. Boeing and the ISS Program
Office agreed that the modification provided full equitable adjustments for al issues that were
identified or known prior to October 1, 1999, excluding Class | changes” and the specific
exclusons identified in Specia Provison H.67, “ Requests For Equitable Adjustments.”

This modification aso created two new award fee pools and a base fee poal rdlative to on-ground
contract changes definitized or authorized after October 1, 1999. The pools relate to technical
performance, cost performance, and basefee. Unlike the on-ground award fee pool for the origina
contract, the new pools are not subject to repayment provisions.

Contract Type. ThelSS contract initidly was a cost-plus-award feglincentive fee/fixed fee
contract. When the contract was restructured, the fee structure was changed to cost-plus-award
feeffixed fee contract.

Estimated Completion Date. The ISS contract states that all work required under the contract
shdl be completed on or before December 31, 2003. Asof June 4, 2001, the find on-orbit award
fee evaluation period was scheduled for 3 months after milestone

“IThe U.S. On-Orbit Segment is an Earth-orbiting facility that houses experiment payloads, distributes resource utilities, and
supports permanent human habitation for conducting research and science experiments in a microgravity environment.
A Class| changeis achange resulting in any modification to the prime contract.
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Appendix B

Hight UF5.® The ISS Assembly Sequence, Revison F, August 2000, identifies the launch date for
milestone Hight UF5 as February 2005. The ISS Program Office has not updated the I SS contract
as to when completion is expected.*

Contractor. The prime contractor for the ISSisBoeing. Boeing has four development sites with
locations in Huntsville, Alabama; Canoga Park, Cdifornia; Huntington Beach, Cdifornia; and
Houston, Texas.

CostsIncurred to Date. Asof October 30, 2001, NASA has obligated $9.6 hillion and
disbursed $9.5 billion on the I SS contract.

Cost and Schedule Performance. Boeing's Performance Measurement System Report, January
2001, indicates that since contract inception, Boeing has declared $986 million in cost overruns.®

Other Performance Information. Since April 1, 1996, NASA has evauated 10 on-ground
award fee periods. During these periods, Boeing's award fee scores ranged from 60
(poor/unsatisfactory) for the award fee period ended March 31, 1997, to 85 (very good) for the
latest evaluated award fee period ended March 31, 2001. A score of 60 or below resultsin Boeing
earning zero award fee dollars for the award fee period.

“*Milestone Flight UF5 provides for experiment delivery, resupply, and change out for the ISS. Elements contained on the
flight include a multipurpose logistics module, which carries ingde experiment eguipment racks, and an express pallet, which
carries external experiment equipment.

“Modification No. 1100, October 26, 2001, contains the latest modifications to the | SS contract award fee plan. The on-
orbit award fee milestones have not been updated to correspond to the latest 1SS assembly sequence.

*NASA estimated tht the overrun will be $1.14 billion.
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Appendix C. Fee Structure of the International Space Station Contract

The Internationd Space Station (1SS) contract originaly established an award fee plan to motivate
The Boeing Company (Boeing) to drive for excellence in managerid, technical, schedule, and
subcontracting performance. The origina award fee plan cdled for periodic evduations of Boeing's
on-ground and on-orhit performance. Each on-ground performance evauation could result in fee
dollars earned.* Each interim on-orbit performance eva uation would be gpplied to a percentage of
earned on-ground performance dollars that have not been retained by previous on-orbit evauations.
Any dollars earned during each on-orbit period would become find and would no longer be subject
to repayment by Boeing. NASA and Boeing agreed to the award fee dements and award fee
percentages. The eements and percentages are listed in Table C-1.

Table C-1. Original 1SS Contract Fee Structure
(January 13, 1995)

Per centage of
Fee Element Target Cost
Maximum Award Fee 5%
Minimum Incentive Fee 2%
Target Incentive Fee 5%
Maximum Incentive Fee 15%

On December 21, 1999, NASA and Boeing agreed to amodification that changed the fee structure
of the ISS contract. These changes are identified in Table C-2.

Table C-2. Restructured |SS Contract Fee Structure
(December 21, 1999)

Per centage for Per centages for
Changes Authorized | Changes | mplemented
but Not Definitized as | After October 1, 1999
Fee Element of October 1, 1999
Technical Award Fee 5% 6%
Cost Award Fee 3% 5%
Base Fee 2% N/A
Specia Incentive Fee N/A* Up to 3%

*Not Applicable. The specia incentive fee did not exist prior to contract restructuring.

“®Fee dollars earned are the result of fee dollars available multiplied by anumerical rating based on amaximum score of 100.
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Appendix C

Lyndon B. Johnson Space Center (Johnson) changed the fee structure to facilitate and provide
Boeaing an incentive for efficent, high-qudity performance for the remaining work under the ISS
contract. For this purpose, Johnson established two new award fee pools and a base fee pool for
on-ground changes definitized or authorized after October 1, 1999. The pools relate to technica
performance (FY 2000 Forward Technical Performance Award Fee), cost performance (FY 2000
Forward Cost Performance Award Fee), and base fee.

After the restructuring, Johnson would perform on-ground and on-orbit performance eva uations as
it did prior to restructuring. However, the mgor difference pertains to on-ground changes that are
definitized or authorized after October 1, 1999. These changes, which affect the FY 2000 Forward
Technica Performance Award Fee pool, FY 2000 Forward Cost Performance Award Fee pooal,
and Base Fee poal, are not subject to on-orbit repayment provisons. This restructuring of the fee
pools would ensure that the fees, totaing $69.4 million, as of October 19, 2001, are excluded from
the on-orbit performance evauation repayment provisions and would not be subject to repayment
based on unsatisfactory on-orbit performance. Also, in conjunction with the find on-ground
performance evauation, for the FY 2000 Forward Technical Performance Award Fee pool and
Base Fee pooal, any unearned award fee will be carried forward and made available to Boeing for a
find look back® and upward adjusment. Similarly, the FY 2000 Forward Cost Performance
Award Fee pool will be evaluated in the same way. The earned award fee for thisfee pool isdso
subject to a downward adjustment in conjunction with the find on-ground performance evauation.

*"Look-back is the carrying forward of any unearned award fee dollars during the stated eval uation periods and having the
dollars made available to the contractor for the find award fee evauation.
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Asaresult of our audit, we determined that NASA could better use $1,355,440 that relates to the
International Space Station (1SS) Program Office' s overstatement of on-orbit award fee retained
dollars® 1SS Milestone Hight 2R was the first of seven onrorbit award fee evauation milestones
and comprises 15 percent of the total on-orbit award fee performance evaluation. NASA's
Performance Incentive Determination Officid® evaluated Boeing's ISS on-orbit performance,
through Milestone Hight 2R, at 100 percent.

At the time of the first on-orbit performance evauation, The Boeing Company’s (Boeing's) earned
on-ground award fee was $118,504,482. We calculated that Boeing was entitled to retain
$17,775,672 as shown in Table D-1.

Table D-1. Correct Calculation of On-Orbit Award Fee Retained Dollars

$ 118,504,482 On-Ground Award Fee Earned Dollars*

X 15% Milestone A Award Fee Percentage
$ 17,775,672 Subtotal

X 100 % Performance Incentive Determination Officid Evauation
$ 17775672 Subtotal

* Earned dollars are the resuilts of each periodic on-ground award fee determination (on-ground award fee dollars available
multiplied by an award fee score expressed as a percentage).

However, in compiling the earned on-ground award fee, 1SS Program Office personnel overstated
the fee pool as $127,540,745. This overstatement of $9,036,263 ($127,540,745 -

$118,504,482) was the result of including the FY 2000 Forward Technica Performance Award
Fee earned amount of $9,031,884 and a $4,379 clerica error.® Thiserror caused the on-orbit
award fee retained dollars to be overstated by $1,355,440 ($19,131,112 - $17,775,672). Details
arein Table D-2.

**Retained dollars are those that become final after each on-orbit award fee period and that are no longer subject to being
recouped by NASA.

**The Performance Incentive Determining Official is the ISS Program Lead Center Director &t Lyndon B. Johnson Space
Center.

*The 1SS Contracting Officer described the $4,379 overstatement of the on-ground award fee earned dollars asaderica
error. TheISS Program Office modified the contract to correct this error.
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Table D-2. Erroneous Calculation of On-Orbit Award Fee Retained Dollars

$ 127,540,745
X 15%
$ 19,131,112
X 100 %
$ 19131112

On-Ground Award Fee Earned Dollars
Milestone A Award Fee Percentage
Subtotal
Performance Incentive Determination Officid Evauation
On-Orbit Award Fee Retained Dollars

At contract completion, Boeing isrequired to refund to NASA the excess of on-ground award fee
earned dollars over the on-orbit award fee retained dollars. Accordingly, the overstatement could
have caused the refund to be $1,355,440 less than what is actually due. However, the ISS

Contracting Officer took gppropriate action to correct the error by issuing a contract modification.
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Appendix E. Procurement Requirements

This gppendix provides Federd Acquistion Regulation (FAR) and NASA FAR Supplement
clauses discussed in the report.

FAR 15.402, “Pricing Policy”

Contracting officers mugt--

(@ Purchase supplies and services from responsible sources at fair and reasonable prices. In
edablishing the reasonableness of the offered prices, the contracting officer shal not
obtain more information than is necessary. To the extent that cost or pricing data are not
required by 15.403-4, the contracting officer shal generdly use the following order of
preference in determining the type of informeation required:

(1) No additiond information from the offeror, if the price is based on adequate price
competition, except as provided by 15.403-3(b).

@

(©)

Information other than cost or pricing data:

@)

(i)

Information related to prices (eg., edtablished catdog or market prices or
previous contract prices), relying firsg on information available within the
Government; second, on information obtained from sources other than the
offeror; and, if necessary, on information obtained from the offeror. When
obtaining information from the offeror is necessary, unless an exception under
15.403-1(b)(1) or (2) applies, such information submitted by the offeror shall
include, at a minimum, appropriate information on the prices at which the same
or gmilar items have been sold previoudy, adequate for evaduating the
reasonableness of the price.

Cost information, that does not meet the definition of cost or pricing data at
2101

Cod or pricing data.  The contracting officer should use every means available to
ascertain whether afair and reasonable price can be determined before requesting cost
or pricing data.  Contracting officers shdl not require unnecessarily the submisson
of cogt or pricing data, because it leads to increased proposa preparation codts,
generdly extends acquistion lead time, and consumes additiona contractor and
Government resources.
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FAR 15.403-1(b), “ Prohibition on Obtaining Cost or Pricing Data”

Exceptions to cost or pricing data requirements.  The contracting officer shdl not require
submisson of cost or pricing data to support any action (contracts, subcontracts, or
modifications) (but may require information other than cost or pricing data to support a
determination of price reasonableness....

(4 When a waiver has been granted (see standards in paragraph (c)(4) of this
subsection); . . .

FAR 15.403-1(c)(4), “ Waivers’

The heed of the contracting activity (HCA) may, without power of delegetion, waive the
requirement for submission of cost or pricing data in exceptiond cases. The authorization for
the waiver and the supporting rationale shal be in writing. The HCA may consder waiving
the requirement if the price can be determined to be fair and reasonable without submission of
cog or pricing data.

FAR 15.403-3(a)(1), “ Requiring Information Other Than Cost or Pricing Data”

The contracting officer is responsible for obtaining information that is adequate for evauating
the reasonableness of the price or determining cost realism, but the contracting officer should
not obtain more information than is necessary (see 15.402(a)). If the contracting officer cannot
obtain adequate information from sources other than the offeror, the contracting officer must
require submisson of information other than cost or pricing data from the offeror that is
adequate to determine afair and reasonable price.

FAR 15.403-4(a)(1), “Requiring Cost or Pricing Data’

The contracting officer must obtain cost or pricing data only if the contracting officer
concludes that none of the exceptions in 15.403-1(b) applies. However, if the contracting
officer has sufficient information available to determine price reasonableness then the
contracting officer should consider requesting awaiver under the exception at 15.403-1(b)(4).

FAR 15.404-1, “ Proposal Analysis Techniques’

(@ Generd. The objective of proposa analysisis to ensure that the find agreed-to price is
far and reesonable.

(1) The contracting officer is responsible for evauating the reasonableness of the offered
prices. The anadyticd techniques and procedures described in this subsection may
be used, singly or in combination with others, to ensure that the fina priceisfar and
reasonable. The complexity and circumstances of each acquisition should determine
the leve of detail of the andlysis required.
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(2) Priceandysis shdl be used when cot or pricing data are not required (see paragraph
(b) of this subsection and 15.404-3).

(3) Cogt andysisshdl be used to eva uate the reasonableness of individua cost dements
when cogt or pricing data are required. Price andys's should be used to verify that
the overdl price offered isfair and reasonable.

(4) Cogt andysis may dso be used to evduate information other than cost or pricing
datato determine cost reasonableness or cost redlism.

FAR 15.404-1(b), “ Price Analysis’

(1) Price andysis is the process of examining and evauating a proposed price without
evauating its separate cost elements and proposed profit.

(2) The Government may use various price analysis techniques and procedures to ensure a
fair and reasonable price.

FAR 31.201-3(a), “ Deter mining Reasonableness’
... ressonableness of specific costs must be examined with particular care in connection with

firms or their separate divisions that may not be subject to effective competitive restraints.
No presumption of reasonableness shall be attached to the incurrence of costs by a contractor.

NASA FAR Supplement 1807.71, “Master Buy Plan”

The Master Buy Plan provides information on planned acquisitions to enable management to
focus its attention on a representative sdlection of high-dollar value and otherwise senstive
acquisitions.

NASA FAR Supplement 1807.7101, “ Applicability”

(@ The Magter Buy Plan applies to each negotiated acquisition, including supplemental
agreements and acquiStions through or from other Government agencies, where the dollar
value, including the aggregate amount of options, follow-on acquisitions, or later phases of
multi-phase acquisitions, is expected to equa or exceed $50,000,000.

(b) For initid annual Magter Buy Plan submission only, each ingdlation shal submit its
threelargest acquistions regardless of dollar value and dl acquisitions over $50,000,000.
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(¢) The procedure aso gppliesto: (1) Any supplemental agreement that contains either new
work, a debit change order, or a credit change order (or any combinatiory consolidation
thereof), if the absolute vaue of the actions equas or exceeds $50,000,000 (eg., the
absolute vaue of a supplementa agreement adding $30,000,000 of new work and deleting
$30,000,000 of work is $60,000,000, and is therefore subject to the Master Buy Plan).

NASA FAR Supplement 1807.7102-3, “ Selection and Notification Procedures’

(@ The Headquarters Office of Procurement (Code HS) shal sdect acquisition documents
from the Master Buy Plan and amendments to Master Buy Plans to receive Headquarters
review and gpprova and shal designate source selection officids.

(b) When, subsequent to document selection or delegation, an acquistion is changed (for
example, increese or decrease in dollar amount, change in requirement), canceled,
superseded, deferred, or becomes no longer subject to the Master Buy Plan proceduresin
accordance with the criteriain 1807.7101, the ingtdlation shal immediately notify Code
HS, giving the reasons. Code HS shall notify the inddlation's procurement office in
writing of any further action that may be required.

(¢) Acquistion documents not sdlected for Headquarters review will be subject to after-the-
fact reviews by Headquarters during norma procurement management surveys or other
specid reviews. Acquisition delegations may subsequently be rescinded if aHeadquarters
review is deemed appropriate.

NASA FAR Supplement 1816.402-270, “NASA Technical Performance I ncentives’

(@ Pursuant to the guiddines in 1816.402, NASA has determined that a performance
incentive shdl be included in @l contracts based on performance-oriented documents (see
FAR 11.101(8)), except those awarded under the commercia item procedures of FAR
Part 12, where the primary ddiverable(s) is (are) hardware with a totd vaue (including
options) grester than $25 million. Any exception to this requirement shal be approved in
writing by the Center Director. Performance incentives may be included in hardware
contracts vaued under $25 million acquired under procedures other than Part 12 a the
discretion of the procurement officer upon consderation of the guiddines in 1816.402.
Performance incentives, which are objective and messure hardware performance after
delivery and acceptance, are separate from other incentives, such as cost or ddivery
incentives.
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(b) When a performance incentive is used, it shdl be dtructured to be both postive and
negative based on hardware performance after ddivery and acceptance, unless the contract
type requires complete contractor ligbility for product performance (e.g., fixed price).

NASA FAR Supplement 1816.405-274(b), “ Award Fee Evaluation Factors’

Evauation factors will be developed by the contracting officer based upon the characterigtics
of anindividua procurement. Normally, technica and schedule considerations will be included
in al CPAF [cost plus award fee] contracts as evauation factors. Cogt control shall be
included as an evdudion factor in dl CPAF contracts.  When explicit evauation factor
weightings are used, cost control shdl be no less than 25 percent of the total weighted
evduation factors. The predominant consideration of the cost control evaduation should be a
measurement of the contractor's performance againgt the negotiated estimated cost of the
contract. This estimated cost may include the vaue of undefinitized change orders when

appropriate.
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Appendix F. Prior Auditsand Other Reviews

Office of Inspector General Reports

| G-00-007, “ Perfor mance M anagement of the Inter national Space Station Contract,”
February 16, 2000. The Boeing Company (Boeing) reported unredigticaly low estimates of
projected cost overruns and presented the cost data to indicate that no additional cost overrun
would occur. Although the Program Office was aware and had evidence of cost overruns and
schedule dippages, it did not refute the contractor’ s estimate. Asaresult, Boeing received
unearned incentive fees totaing $16 million that the Agency later recouped. Also, Boeing did not
promptly notify NASA about the potentia cost increase due to Boeing' s reorganizations. NASA
will be charged an estimated $35 million in reorganization cogts for the Internationa Space Station
(1SS) Program through contract completion. The contractor submitted its proposals too late to be
negotiated prior to the provisond billing rates being adjusted upward and paid by NASA at the
higher levels. The proposed increases were submitted with little or no forewarning to NASA. Asa
result, NASA may be paying higher costs than necessary before the Government completesits
review and negotiation of the proposed pricing and billing rates.

| G-99-007, “ Space Station Corrective Action Plans,” January 28, 1999. Boeing's corrective
action plans and Johnson's oversight of the plans needed improvement. The ISS Program had
experienced a continued deterioration in cost and schedule performance after a September 1997
adjustment of the contract cost basdline, but variance analyses and corrective action plans had not
been effectively utilized to control the negative variances. Additiondly, Johnson did not provide
effective oversght of Government survelllance of Boeing's Earned Vadue Management System,
including verifying whether Boeing took corrective actions related to cost variances and schedule
variances. Asaresult, the ISS Program lacked assurance that negative variances have been
identified and that corrective actions are being taken to reduce associated risk. Further, Johnson
did not ensure that Boeing took corrective actions on conditions noted since at least March 1997 to
accurately prepare and submit Variance Andysis Reports. Asaresult, Variance Analyss Reports
may not adequately identify cost and schedule risks.

| G-98-002, “ Space Station Performance M easurement Cost Data,” November 13, 1997.
Boeing did not report reasonable cost datain its monthly performance reports on the ISS contract
because its monthly reports to NASA did not reflect its best estimate at completion. Instead,
Boeing reduced the monthly estimates provided by mgor subcontractors under the prime contract
in order to report asmaller cost overrun. Asaresult, NASA received inaccurate cost data on the
ISS contract.
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General Accounting Office (GAO) Reports

GAO-01-258, “Major Management Challenges and Program Risk: National Aeronautics
and Space Adminigration,” January 1, 2001. GAO cited contract management and I SS costs
as challenges that warrant increased NASA attention. Regarding contract management, GAO
dated that it is exceedingly important for NASA to have accurate and reliable information on
contract spending and to exercise effective contract oversght. Regarding the ISS, GAO stated
NASA will continue to face chalenges in controlling the cost and schedule of the program. GAO
continued to categorize contract management as high risk due to NASA' s ineffective systems and
process for overseeing contractor activities. GAO adso stated that NASA has made substantia
progress in addressing these challenges, but key steps are ill needed toward correcting them.
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Appendix G. Management’s Response

Mational Asronautics and

Space Administration

Lyndon B. Johnson Space Center
2101 NASA Road 1

Houston, Texas T7T058-3606

gy o Afs ol BDS m 15 m

TO MASA Headguariers
Aftn: WiAssstant Inspector Genaral for Audits

FROM AAActing Director

SUBJECT. Management's Response to OIG's Audit of Restructuning of the
International Space Station Contract, A-00-055-00

We have reviewad the subject draft audit report and thank you for the opporunity 1o
provide comments. This response has been coordinated with the Office of Space
Flight and the Office of Procurement. We do not agree with the audit findings as
discussed in the attached comments

i you have any questions regarding this response, pleasa contact Ms. Pat Ritterhouse
JSC Audit Liaison Representative, al 281-483-4220

Wenebo ¥ dotes
& Roy 5. Estess

Enclosura

o
BAR. K. Gish

BG/AW. A. Thomas
HOMHIT. 5. Luedtke
HQMHKL. E. Horvath
HOMMI,. D Wemer
HQMUJ. H. Rothanbarg
HQMXIG, A Gabourel
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See Appendix H,
OIG Comment 1

Appendix G

Managemenl's Response to OIG's Audit of Restructuring of the
Intemational Space Station Contracl, A-00-055-00

General Comments

The Johnson Space Center Intemational Space Station (155) Business Office and
MASA Headquariers Office of Procurement had numerous discussions with the OIG
during the survey and audil phases of assignment A-D0-055-00. The resuling repor
fails to present a balanced view of those discussions, and it does not represent an
accurate portrayal of the restructuring aclivity as a whole. The report takes a very
namow reading of selected portions of the Federal Acquisition Regulation (FAR) and
NASA FAR Supplement, and along with misunderstandings of the 1S5 prime contract
restructune, leaves the reader with the false impression that the restructure activity was
nof camied oul in accordance with Federal procurement policy, and may have created
additional risk for the IS5 program

The 155 contract restructure activity did comply with Federal and NASA acquisition
pelicy and regultod in a signifisantly improved contract environment to facilitale
successiul and efficient performance for the remaining effort under the contract The
restructure was accomplished in a manner that was fair to both the Government and
the contractor, and protected the Govemnment's interests.

Specific Comments

W lake exvepliun lw many ul e specilic wondings in e auan fNaNgs, Noweaver,
rather than providing a very lengthy, and potentially confusing, ine-by-line discussion of
excaptions, we will address the key concems raised i the audit

Restructure Environment

The ISS prime contract was definitized in January 1995, for a very complex, long-term
development program. By 1999, the contract had experianced significant cost growth
and there was an accumulation of contractual issues thal needed 1o be resolved before
ihey could grow into problems that could adversely affect performance on the contract.
The program envirenment al that fime had become extremely chalenging. The 1SS
program management and technical communibes, both Government and contractor,
were faced with the challenges of completing United States On-orbit Segment (LIS0S)
hardware and software, while simultanecusly preparing to support an unpracadented
level of spaceflight activity 1o assemble the on-orbif vehicla

The number one prionty of the program at that time was to safely and successfully
congtruct the 155, Successful on-orbit assembly and completion of Design,
Development, Test and Evaluation (DDTAE), were also the keys to luture program cost
conired, @nd success required that the full attention of the IS5 program management
and technical community be focused on completing the job in front of them. The
program needed to have a conlract thal provided the proper focus and motivation 1o

mrmiprs futiure suscaee. and alen o Pantrast thal mindmized the sdmenielraliee suerhasd
burden on limited program resources. The conlract restructure accomplished this in a
variety of ways, as discussed in mare detail below

Enclosure
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Restructure Improve ments

One contract problem addressed by the restructure was a growing numbar of Reques!
for Eguitable Adjustment (RFEA) issues. Al the time that we elected to pursue a global
sattiement of these issues, the contractor had identified 38 separaie issues. These
were past cost growth issues on the contract that Boeing bebeved were not the result of
their parformance. The RFEA issues did not represent new products or services, bt
rather, increased effort (and thus cost) 1o perform exsting contract content. | is
important to note that the technical challenges and solutions associated with the RFEA
issues were worked through the 155 Program's normal panels, boards and other
technical oversight mechanisms. The process used o seltie the RFEA issuas sarved
only lo address the necessary adjustments to conlract value, Affer review, it was
datermined that a global settiement of RFEA issues would avoid not only the significant
costs associated with individual proposal settiement for each of the 38 issues, but of
equal or greater impartance, it avoided the need fo distract the technical community
with the extensive technical support thal would have been required dunng a very
lengthy process to prepare, evaluate and setile individual proposals

A secand major contract issue addressad in the contract restruciure was that there was
no longer a viable fee ncentive for cost control on the contract.  The contract, prior to
the restructure, had a Cost Plus Award Fee for technical parformanca (5 parcent
maximum] with a share-line fee incentive on cost control. Under this amangement, the
contractor would earn 5 percent fee if the actual cost of performance equaksd tha target
cost negotiated for the contract. For & cost underun, the confractor would keep 15
cants of every dollar of undermun up to a maximum of 15 percent fee, and for a cost
overrun the contracior would lose 15 cents of fee for every dollar of overrun down to &
minimum of 2 percent fee. For effort under this fee arangement, the: total maximum
fae that the coniractor could possibly eam was 20%

By 1999, the amount of overrun on the contract had grown to the paint where the
Govemment's view was that the contractor was effectively frozen at the minimum cost
incentive fee of 2 parcent for the remainder of the contract. For work behind s, this
was simply the contractual outcoms of past performance difficulties and the restructure
did nathing to aller the loss of incentive fea that cccurred. Howewver, for the years of
work remaining on the contract, this condition posed significant problems.

For effort yel to be performed, including that already on contract, as well a5 any naw
work to be added, NASA would be unable to financially penalize any additional cost
overrun, nor could NASA financially reward good fulure cost perfomance on new work.
In other words, we effectively had a fixed fee for cost control on one of the agency's
largest contracts. Essentially fored at the minimum incentive fee also meant thal, even
if future work added to the contract had excellent cost and technical performance,
Boaing could only hope to eam a total maximum fee of 7%, on compilex development
and integration work. Such a low maximum eamings potential on new work might have
made it difficult for Bosing to continue to dedicate its highest quality enginesring and
software resources to the program.

Alsa, by the end of 1999 the design and fabrication of the United States On-Crrbil
Segment, work thal Boeing had maximum conlrol over, was nearing completion and the

See Appendix H, OIG
Comment 2

See Appendix H,
OIG Comment 3
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See Appendix H,
OIG Comment 4

See Appendix H,
OIG Comment 5

See Appendix H,
OIG Comment 6

predominant work undar the contract was beginning to shift to the support of an-orbit
assembly and aperations — work thal is significantly influenced by factons outside of
Boeing's conirol, such as changes to the assembly sequence and Shutthe flight
schedules. The confract restructure created a mechanism 1o better respond o such
outside infiuences

The confract restructuns succassfully addressad all thres of thess contract problems - it
maintained the integrity of the cost incentive for all previously definitized work while
restoring a wiable cost control compaonent o the fee determination for all future effort, it
globally settled not only the original 38 RFEA issues (with 5 specifically identified
exciusions) but it also setthed all other potential RFEA issues on the contract that were
known at thal time, The contract restruciune also reorganized the statemant of work
and created an annual provisioning mechanism for the integration and operations work.

The restructure saltiement was fair and reasonable to both the Government and the
contracior. W successfully resolved the majority of known confractual issues and
facilitated the program's ability to keep its focus on the chalkenging work ahead. The
zaftlement was also consistent with Federal and NASA procurement policy.

Federal Acquisition Regulation Requirements

The Federal Acquisition Regulation establishes unifarm policies and procedures for
Federal acquisitions. i covers the full spectrum of typical acquisition situations,
primarily in a stand-alona fashion, so that general policies and specific prohibitions ane
clear. However, the FAR cannot possibly provide (nos i it intended to provide) specific
coverage for every possible sifuation that might anse during the parformance of a
contract. The FAR does not address what to do whan, haltfway through a major
contract, the incentive fee amangemant exceeds the range of incentive effectivenaas

It likewise does not addrass how to pursue a global settlemant of numerous RFEA
issues in an effective and efficient manner

It ie sur firm pocition that the contract rootrusture was aarmied out in accordance with the
applicable provisions of the FAR. Though not mentioned in the draft OIG repon, the
applicable FAR provisions include Part 1, which provides the guiding principles for the
Fadaral 1|‘1'|l||lti'tinn SEystarm Part 1 recognizes that the FAR doot nol addrose oy
contracting situation and encourages the use of sound businoas judgment to manage
risks and delver good value fo the customar in a manner that is fair bo bath the
Government and contractor

FAR 1.102 (d) states that, “The role of each member of the Acquisition Team is 1o
exercse personal initsative and sound business judgment in providing the best value
product or service to meet the customer's neads. In exercising inttiative, Governmeant
members of the Acquisition Team may assume if a specific strategy, practice, policy
or procedure is in the best interests of the Government and is nol addrassed in
the FAR, nor prohibited by law (stafute or case law), Executive order or other
reguiation, that the strategy, practice, policy or procedure is @ parmissible
exercise of authority [emphasis added].” FAR 1.102-1(b) further siates, "All
participants in the System are responsible for making acquisition decisions that deliver
the best value product or service to the customer, Best value must be viewed from a
broad perspective and is achieved by balancing the many competing interests In
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the System. The resull is a system which works betler and costs less [emphasis
added).”

FAR 1.102-2 (e)(2) further provides thal, “To achieve efficsent cperations, the Sysfem
musf shiff its focus from “risk avoidance” fo one of “risk management” [emphasis
added]. The cost to the taxpayer of attempting to eliminate all risk |s prohibitive, The
Cxecutive Oranch will accept and manage the risk aasociated with empowering local
procuremeant officials to take ndepandent action basaed on their professional judgmeant.”

These principles are part of the very foundation of the FAR and are directly apphcable
to the contract resfructure actity

Contract Considerations for Global Settlement

Global sattiements ane not specifically addressad in the Federal Acquisition Regutation
and there i no single "comect’ way to accomplish one that will fit all contracting
environments, There are many factors to consider in deciding whether a global
settiement is possible and if so, how to accomphish one. The approach thal we used
worked because i was tailored to the unique contract sitluation thal we had. The dralt
0I5 report did not fully address all of the factors supporting why it was our judgment
that we could, with vary lithe risk, globally setthe the RFEA costs without recaiving and
negobiating individual proposals for each of the 38 issues

The IS5 contract is a cost remmbursement type. Under this contract type, negotiations
are conducted o establish an estimated cos! for the contract.  However, the confractor
is paid the aciual cost incumed in perfonming the contract rather (han the amount
negotiated. Within cartain restrictions nat pertinent to the discussion here, basically, if
a contractor incurs either more or kess than the estimated cost the contracior is paid the
actual incumed cost. There are contract management provisions and procassas to
ensure that contraciors are only reimbursed for allowable costs

One of the primary purposes for the negotiated estimated cost is to provide a basis for
establishing the fee eaming potential for the confract, and the basis for performance
measurement. The contraciors actual cost performance against the estimated cost
should be a major factor in determining how much of the pofential fee the contracior will
actually eam

On the ISS contract, when Boeing i reimbursed the actual cost of performance it would
include allowable costs associated with RFEA proposal preparation, negotiation and
setlement. Those costs are ultimately added 1o contract value, Even for cost overruns,
the contract is modified to increase the contract value by the amount of the overmun

The satting of RFEA issues determines how much of already projected growth in the
Contract Esimate at Completion was caused by the Government rather than by
Cumbiguiun g funence, I e cosl goowil were caused by Guwenmmel aulioo w

inaction, Boeing would be entitied to an equitable upward adjustment to cost and fee
on the contract, but even if an issue were determined nol to be caused by the
Government, the contract value would still be increased by the estimated cost of the
=]

See Appendix H,
OIG Comment 7
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See Appendix H,
OIG Comment 8

As RFEA issues ware baing identified by Boeing, they wera incorporated into Boging's
Parformance Measurement System (PMS). This system was Boeing's official cost and
schedube reporiing tool. It was the system thal was used by both Beeing and the
Govemment to frack actual cost and schedule performance, and served as the starting
paint for peniodic independant Govemment projections of the expected cost lo
complete the contract. The PMS system was used to establish the cost settlemant for
the Global setlement of RFEA's, i lieu of receiving and negotiating individual
proposais

Risk Considerations in Global Settlement

Liging PMS data did not create a risk of adding too much fee in the Global sattlemant.
The relatively small amount of fee included in the settlernent did not use PMS values as
@ cost basis. The fea was supporied by a separate analysis of only the issues that
could be reasonably quantified by the Govemment without proposals and for which we
could establish clear entitliement to additional fee withoul proposals

Additionally, using PMS data did nol create a nsk of overpayment of fes through the
fee amangement. In many contracting situations, the Global settiement that we
comphetad would not ba possible because many contracts have a direct mathematical
relationship betwaen estimated cost and the profil or fee realized by the contractos {ie.,
cogl incentive fee relationship). There are many situations where it might be too risky
{o establish contract value without a thorough analysis of cost. Because on our
contract, our cost iIncentive was no longer effective anvd we iemoved (e share-line cost
incentive, we did not have any real risk in that srea.

WWith regand bo he nsk of using PMS data fof the cost sefilement, NASA conducied, an
a quarterly basis, reviews of Boeing's estimale at completion from the PMS system and
made its own Govemment estimate. The NASA estimates consistently projecied a
higher cost of completing the contract than Boeing's. The OIG also had indicated in
reviews that it had conducted, that they believed that the cost of completing the
contract was highar than Boasing was reporting in their Parformance Measurement
System

One of the factars that supported our judgment that there was litte nsk in using valuas
from Boeing's PMS for the Global settlement cost adjusimant. was the fact that, as long
as no additional fee was attached to those costs, they were a trackable part of a PMS
astimate that tha Govemment belisved was understated, and ultimatety all of the cost
will be incorporated into contract valug, Even though we had no basis 10 know or
believe that RFEA costs wene overstated in the PMS, if the amaounts were on the high
side, il would simply mman thal subsequent adjustments to contract value to cover the
eveniual total cost of the contract would ba lower

We also considerad whather thers was a risk that if the subset of contract value
atiributable to RFEA's was overstated, it might increase the likelihood of additional cost
pedng Imcummed on the contract. This risk, (oo, was very low. Dosing management was
under significant pressure to reduce the contract OverTun, and e FMS COSI SsEMAales
were the baselne that they were managing and measuring against. All of the contract
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cost account managers were highly mativated to come m as low as possible against
thear basalineg

In addition, RFEA’s are unkike contract change orders whers the work is neéw and the
technical approaches are sometimes undefined, and proposal fact-finding can
patentially help define the technical approach, RFEA's are cosl growth issues on
existing autharized work that is aiready being managed technically by standard
program management processes. The RFEA costs are already being managed as a
subsel of managing the baseling work

In comparison to the low risk associated with the Global seftlement that was reached,
there was clear risk that was significant in both probabidity and impaci, with proceeding
down a path of negotiating the large number of individual proposals. The nsk of
distraction io the program was significant and high probabdity. The risk of additional
cost io the Govemmen! associated with preparation and defindization of proposals was
cedain. In addition, thare was a significant sk that we would have prolonged the
needed modification to the fee siructure because it would be problematic: to end the
share-ing untd most of the RFEA issues had been resolved.

Modification of 158 Contract Fee Structure

Nadthar tha Federal Acquisition Regulation nof the NASA FAR Supplemant addresses
how to re-ncentivize a share-ine cost incentive that s no longer effective. S,
although it is our position that we fully complied with the intent of thass regulations, it [ ]
difficult io show a direct comalation batween the regulations and the transachon that we
undarioak

Ve neadad to balance a number of goals im creating a revised fee structure. We did
not want to alter the fee arangement more than necessary. We did not want to
change, in any way, the fee loss thal had been expenenced for cost performance prios
{0 the restreciure. Al tha same time, for any new work added to contract vatue, we did
want to create a balanced fee incentive for cost control. Wie wanted a fee structure
that would positively motivale future cost performance and offer an opportunity for the
contractor to eam a fair reftum for high quality, cost efficient performance for future
work on this challenging contract

We believe that we achieved those goals. The new fee amangement offered a
maximum potential fee of 11% for most new work (5% cost award fee and 5% technical
award fee). This was an increase from the previous “nominal” fee rate of 10%, which
as previously discussed, had effectively been reduced to a maxmum potential fee of
7% because of the minimum incantive fee problem. The new 11% fee arangement
was also different in thal it had no guaranteed minimum fee. Under the previous
arrangement the contractor could never lose the 2% minimum incentive fee. The new
arrangement wa therefore balanesd in that tha contractor eould potenlially sam mare
for excellent performance, bul they could akso potentially ise more for poos
performance.

The shase-line incentive that was on the contract prior to the restructure was directly
tied lo performance against the esfimated contract cost. In fact, that was all that it
considerad and was a pure mathematical relationship. When we ended the share-iine

See Appendix H,
OIG Comment 9

See Appendix H,
OIG Comment 10

See Appendix H,
OIG Comment 11
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incentive, the contractor was already experiencing a variance at compietion of 3988
million. This cosl performance was reflecled in the achievement of only the minimum
available coat meontive foc (the 2 poroent dosanbed abowve). As sioted above, this
perlormance was basalined (2 line in the sand was drawn) and the contract
parfommance and fee determined. The concept implemented therealler was one in
which NASA could provide a positive and negative fee mativation for cost
management

Finally, the audit notes that the arrangement for dealing with on-orbit fee was modified
and suggests that this will impact contractor motivation. With regard to an-orbit fae
avaluations, the IS5 contract has never had all fee subject to on-orbit evaluation. Fee
assoctated with cost confrol has never been subject to on-orbit assessment. The new
fee amangement dwd not give Up any axisting contractual Aghts in on-orbit fee
aevaluations. The products of all work content placed in orbit under the contract,
whether added before or after contract restruciure are subject o on-orbit evaluation.
The only thing changed in the restructure was that we Emited Ihe amount of fes subjact
to loss in on-orbit evaluations to @ maamum of $202 million. & was considered by the
IS5 program 1o be a sufficlent negative perfommancs incentive, withoul being overly
punitive to the contracior.

Audit Recommendations

Based upon the preceding discussion of the 155 contract restracture, the following
comments are provided on the draft audit report's specific recommendations. While we
do not concur with most of the audit recommendations, we will strive to improve
documeantation assockated with major contract transactions so that Tuture
misunderstandings might be avoided

Recommendation 1

“The Acting Director, Lyndon B. Johnson Space Center, should, Tor future modifications.
of the IS5 coniract, direct the contracting officer to perform an adequate price or cost
analysis as necessary to obtam fair and reasonable prices and to properly suppaor
justifications for a waiver, as required by the FAR."

JSC Comments

We do not conour with this recommendabon bogause i menoly restatos oxigling
reguiatory and policy requirements. As we have indicated above, in the restructure
activity, applicable regulations and policies were followed. Since theve has not been a
noncanfarmance with applicable requirements, Acting Center Director directon to follow
existing requirements is not necessary. Thersfore, we consider this recommendalion
closed

Recommandation 2

“The Associate AQMEniStatd for Procurement snoukl establish proceouns 10 sisule
adequate oversight on Master Buy Pfan delegations for 155 procurement actions.”
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The Office of Procurement (NASA Headquarters, Code H) Comments

We concur with this recommendation. In January 2000, as pan of the Office of
Procurement's IS0 8000 activities, an Office Work Instrucion was devaloped to
improve the consistency of the Master Buy Plan {(MBP) process. This has improved the
rigor in the curment procedures to obtain timely MBP amendments from the centers and
farmal d.lpmlnn of thoses ameandmeanis hl,l tha canbars

The current MEP procedures are adequate, especially with the automation of the MEFP
process, which expedites communication betwesn the centers and Headguanars with
regard o MBP items. We intend in the disposition of the FY 2002 MBP submissions
from the centers to emphasire tha impartance of updating the status fisld for all MBP
items in the automated MBP system on a real time basis. Thesa updates will increase
the utility of the MBP system as a management tool that should enable Headguaress
analysts o engage in timely dialoguas with their canler counterpans regarding ongoing
MEP ilems and io assess the possible need for submissicn of formal amendments fo
those tems as significant changes in stalus occur

While acknowledging thal mare rigorous adherence to the established MBP procedures
would have been appropriate in managing changes to the IS5 program, as noted in the
draft report, the Office of Procuremant maintains that sufficient insight inta those
changes was afforded by the ongoing communications, both face-to-face meetings and
telecons, among the Cenler IS5 procurement personnel and procurament analysts
responsible for the 155 Program in the Office of Procurement, These communications
gave tha Office of Procurement confidence that JSC was peforming sulficient analysis,
albeit nol traditional cost or price analysis usually associated with pre-award contract
negaotiation, of the cumulative value of the HFEAS and related fee adjustimant 10 assung
an equitable settement could be achieved among the parties. Based on the above
Code H considers this recommendation Closed

Recommandation 3

“Ths Acting Director, Lyndon B, Johnson Space Center. should perform a cost-benefit
analysis for the implementation of change order accounting for the 1SS contract.”

J5C Comments

We do nol concur with this recommendation. We do know that change ordar
accounting would be expensive to implamant on the contract and any benafits,
particutarly at this stage of the contrarct, wnuld he vary spacilative  Rebables rnet
sagregation of change work versus baseling work is often problematic.

In addition, we do not see thie relevance of this recommendation to the coniract
restructure. The purpose of the change order accounting clause is to faciitate
defintization of change orders thal are wsued by the Government. It would not be
usetul tor HFEA ssues Decause there is no change order \sswed Nat would inate ne
sagregation of costs. Also, because the clause only requires cost sagregation until
completion of definitization of the change order, it would not provide any useful basis

Deleted.
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Renumbered as
Recommendation 3

for measuring the actual performance on a change order to the definitized contract
valug. Based on the above, we consider this recammeandation closed

Recommendation 4

“The Acting Director, Lyndon B, Johngon Space Center, should reinstate the repaymeant
provision in the 155 contract for work added after September 1599 thal relates to on-
orbil parfformance, and establish fee pools that are consmsiant with Agancy criterna
Attemately, Johnson should obdain & waiver from the requirements of NASA FAR
Supplement 1816.402-270, 1818 405-271, 1818.405-274, and 1852.216-77 reganding
the new ISS fee pools, with sufficient supporting documentation.”

JSC Commanis

WWe do not cONCUr with this recommandation. As discussed in our comments above,
the revisions to the fee siruclure during the contract resiructure gave up no existing
rights with regard io on-orbit performance. The full technical content of the on-orbit
vahicha under this contract, both before and after the contract restructure s subje! o
on-orbit performance assessment. The only thing that the restructure did was 1o limit
the mandmum possible fee loss, due o on-orbit performance, 1o NO Mo than 3202
milllion doliars

We have reviewed the referenced NASA FAR Supplemeant ciations and have
concluded thal a waiver s unnecaessary. Basaed on the above, we consider this
recommendation clossd
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Appendix H. OIG Comments on M anagement’s Response

The Johnson Space Center (Johnson) provided the following comments in its response to our draft
report. Our responses to the comments are also presented.

Management Comments. Johnson takes exception to many of the specific wordings in the audit
findings. However, rather than providing a lengthy and potentidly confusing line-by-line discussion
of the exceptions, Johnson addressed the key concerns raised in the audit.

1. OIG Comments. Although we provided Johnson with aworking copy of the draft report in
May, Johnson decided not to discussit with us. Also, Johnson did not respond to our offer to
discuss the draft report after weissued it in August. Johnson last met with us to discuss our findings
in March. Nonethdess, we believe we have fairly presented Johnson's postionsin this report and
have modified the report where gppropriate.

Management Comments. The technical chalenges and solutions associated with the request for
equitable adjustment (RFEA) issues were worked through the Internationa Space Station (1SS)
Program’ s norma panels, boards, and other technica oversight mechanisms. The process used to
sttle the RFEA issues served only to address the necessary adjustments to contract vaue.

2. OIG Comments. Our report does not question the technical vdidity of the RFEA issues but
rather the lack of aprice or cost analyss, which the Federd Acquisition Regulation (FAR) requires
in addition to atechnicd anadyss. Johnson neither performed an adequate price andyss nor
adequately supported the waiver of the FAR requirement to obtain certified cost or pricing data
from Boeing. We believe that Johnson has minimized the importance of properly determining RFEA
costs.

Management Comments. A globa settlement of RFEA issues would avoid not only the
sgnificant cogts associated with individua proposd settlement for each of the 38 issues, but of equa
or greater importance, the globa settlement avoided the need to distract the technical community
with the extengve technica support that would have been required during a very lengthy processto
prepare, evaluate, and settle individua proposals.

3. OIG Comments. Johnson could not provide andytica support for its statement that the global
Settlement avoided sgnificant costs associated with individud proposd settlements. Without such
support and without a price or cost analys's, thereis no assurance NASA recelved afair and
reasonable price for the RFEA’ s or saved cogts on the globd settlement.
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Management Comments. The restructure settlement was fair and reasonable to both the
Government and the contractor. The restructure settlement successfully resolved the mgority of
known contractud issues and facilitated the Program’ s ahility to keep its focus on the chalenging
work ahead. The settlement was consistent with the Federal and NASA procurement policy.

4. OIG Comments. While the restructuring may have facilitated the program'’ s ability to focus on
the challenging work ahead, Johnson could not provide evidence that the settlement was fair and
reasonable to both parties. However, we did determine that the settlement did not comply with
procurement regulations and that Johnson did not obtain waivers for its deviations from those
regulations.

Management Comments. The FAR cannot provide (and is not intended to provide) specific
coverage for every stuation that might arise during the performance of a contract. The FAR does
not address what to do when, hafway through a mgor contract, the incentive fee arrangement
exceeds the range of incentive effectiveness. The FAR likewise does not address how to pursue a
globa settlement of numerous RFEA issues in an effective and efficient manner.

5. OIG Comments. We agree that the FAR does not address every Stuation that could arise, but
it does specify how to reach an agreement on a contract modification. The FAR sates that the
contracting officer must at least perform a price andysis. Johnson did not perform either aprice or
acog anadyss of the RFEA’s and did not adequately support its waiver to obtain certified cost and
pricing data. Johnson accepted Boeing's codts a face value based on the information in Boeing's
monthly reports. However, Boeing's cost estimates have been inadequate, resulting in about a $1
billion overrun since contract inception.

Management Comments. Though not mentioned in the draft report, the gpplicable FAR
provisonsinclude Part 1, which provides the guiding principles for the Federd Acquisition System.
Part 1 recognizes that the FAR does not address every contracting Situation and encourages the use
of sound business judgment to manage risks and ddliver good value to the customer in a manner that
isfair to both the Government and the contractor.

6. OIG Comments. The generd provisonsin Part 1 of the FAR are not alicense to deviate
without awaiver from specific provisons of other parts of the FAR, as discussed in this report.
Johnson was not able to demondtrate thet the global settlement was fair to the Government. We
believe that Boeing benefited from the globa settlement by obtaining a better fee arrangement and
by having its proposed costs accepted at face value. We could not determine whether the
Government received afar ded.

Appendix H
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Management Comments. The ISS contract is a cost-relmbursement-type contract. The
contractor is paid the actuad cost incurred in performing the contract. There are contract
management provisions and processes to ensure that contractors are reimbursed only for alowable
costs.

7. OIG Comments. Management has a respongibility to perform aprice or cost andysisto
determine whether costs are fair and reasonable. Johnson implies that Boeing should be paid
whatever amount it bills NASA and that the responsbility for determining reasonableness belongs
elsawhere, such asto the Defense Contract Audit Agency, which is responsible for performing an
audit of incurred cogts at the end of the ISS contract.

Management Comments. As Boeing was identifying RFEA issues, it incorporated them into its
Performance Measurement System. The system was Boeing' s officid cost and schedule reporting
tool that Boeing and the Government used to track actua cost and schedule performance and that
served as the sarting point for periodic independent Government projections of the expected cost
to complete the contract. The system was used to establish the cost settlement for the global
settlement of RFEA’sin lieu of receiving and negotiating individua proposds.

8. OIG Comments. Asdated in Finding A, the ISS Program Office rdied on Boeing's monthly
Performance Measurement Systemn Reports to determine whether the RFEA's were fair and
reasonable. However, those reports did not contain cost information on individual RFEA’ s that
would be needed to support negotiations because Boeing's Performance Measurement System did
not accumulate that information.

Management Comments. RFEA’s are unlike contract change orders where the work is new, the
technical gpproaches are sometimes undefined, and proposd fact-finding could help define the
technica approach. RFEA’s are cost growth issues on existing, authorized work that is already
being managed technicaly by standard program management processes. The RFEA costs are
aready being managed as a subset of managing the baseline work.

9. OIG Comments. If the RFEA’sare just cost growth on existing work aready being managed
technically, then performing a price or cost analysis on the RFEA’ s should have been asmple task,
should not have hampered negotiations, and would have shown whether NASA was receiving afar
and reasonable price.

Management Comments. Johnson stated that neither the FAR nor the NASA FAR Supplement
addresses how “to re-incentivize a share-line cost incentive that is no longer effective.”

Appendix H

10. OIG Comments. We agree that neither the FAR nor the NASA FAR Supplement
specificaly address how to provide anew incentive for the contractor. However, the Government
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has a responsibility to seek solutions that are properly supported and that ensure it receives afair
dedl. Perhaps the Government and the contractor are expected to make afair ded at the beginning
of the contract and live with it.

Management Comments. Johnson wanted a fee structure that would positively motivate future
cost performance and offer an opportunity for the contractor to earn afair return for high qudity,
cogt-efficient performance for future work on this chalenging contract.

11. OIG Comments. Unfortunately, the new fee structure diminated al negative incentive after
the restructuring by not requiring provisiona feesto be repaid to NASA for hardware failures on
orbit. Such an arrangement does not protect the Government's interests. Also, Johnson claims that
the new structure allows for Boeing to potentialy lose more fee for poor performance. However,
that outcome isimprobable because unlike the incentive fee eva uations, which were objective and
directly affected by overruns, the award fee evaluations are subjective.
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NASA Assistant Inspector General for Audits
Reader Survey

The NASA Office of Inspector Generd has a continuing interest in improving the usefulness of our
reports. We wish to make our reports responsive to our customers' interests, consistent with our
gatutory respongbility. Could you help us by completing our reader survey? For your
convenience, the questionnaire can be completed eectronicaly through our homepage at
http:/Amww.hg.nasa.gov/officeloig/hg/audits.html or can be mailed to the Assistant Inspector
General for Audits, NASA Headquarters, Code W, Washington, DC 20546-0001.

Report Title: Restructuring of the International Space Station Contract

Report Number: Report Date:

Circle the appropriate rating for the following statements.

Strongl Strongl
y Agree | Neutra | Disagre |y N/A
Agree I e Disagre
e
1. The report was clear, readable, and 5 4 8 2 1 N/A
logicaly organized.
2. The report was concise and to the point. 5 4 3 2 1 N/A
3. Wedfectively communicated the audit 5 4 E 2 1 N/A
objectives, scope, and methodology.
4. The report contained sufficient 5 4 3 2 1 N/A
information to support the finding(s) in a
balanced and objective manner.

Overall, how would you rate the report?

0 Excdlent O Far
O VeyGood 0O Poor
0 Good

If you have any additional comments or wish to elaborate on any of the above responses,
please write them here. Use additional paper if necessary.

How did you use the report?




How could we improve our report?

How would you identify yourself? (Select one)

0 Congressond Staff 0 Media
0 NASA Employee O Public Interest
[0 Private Citizen [0 Other:
O Government: Federd: State:

May we contact you about your comments?

Yes No:

Name:

Telephone:

Thank you for your cooperation in completing this survey.
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